myn aya 
way ETS i 


gE ee. MAH 7 1927 


UNI 


QUARTERLY JOURNAL 


OF 


RCONOMICS 





MAY, 1927 


CONTENTS 

. THE EVOLUTION OF PAPER MONEY IN ENGLAND 
k. D. Richards 

. SOME POSITIVE CONTRIBUTIONS OF THE INSTI- 
TUTIONAL CONCEPT - - - - Lionel D. Edie 

. COMMERCIAL POLICY IN POST-WAR EUROPE: RE- 

CIPROCITY VERSUS MOST-FAVOURED-NATION 
TREATMENT - - - - - - H. Van V. Fay 


. THE MONETARY THEORY OF THE TRADE CYCLE 


AND ITS STATISTICAL TEST - - - &.G. Hawirey 
. LABOR PROBLEMS AS TREATED BY AMERICAN 
ECONOMISTS - - - - - Charles E. Persons 
REVIEW: 


Recent Literature on the Origins of Modern Capitalism 
M. M. Knight 


NOTES AND DISCUSSIONS: 
The Influence of Agricultural Machinery and the Auto- 
mobile on Farming Operations - - - JF. W. Peck 


Arthur Young on English Roads - - Edwin F. Gay 


CAMBRIDGE, MASS., U.S.A. 
HARVARD UNIVERSITY PRESS 


LONDON: HUMPPREY MILFORD 
Oxrorp Univexsity Press 


1927 





The Quarterly Journal of Economics 


Published by Harvard University 


Books, periodicals, and manuscript to be addressed, EDITORS of QUARTERLY 
JOURNAL OF ECONOMICS, Cambridge, Mass. 
Business letters to be addressed, HARVARD UNIVERSITY PRESS, Randall 
Hall, Cambridge, Mass. Subscription, $5.00 a year. 
Editor 
F. W. TAUSSIG 
Associate Editors 
N. CARVER C. J 
Z. RIPLEY A.A. 
M. PERSONS E. F. 
H. H. BURBANK 


T. 
Ww. 
Ww. 


CONTENTS FOR NOVEMBER, 1927 


A THEORY OF ECONOMIC OSCILLATIONS .... - Henry Ludwell Moore 

. THE NATURE AND FUNDAMENTAL ELEMENTS OF COSTS Raymond T. Bye 

. THE DOCTRINE OF COMPARATIVE COST s © « »# Edward S. Mason 

. THEORIES OF BUSINESS FLUCTUATIONS .- 3 - « W. M. Persons. 

- EQUITY: THE ACTORS’ TRADE UNION . . .... Paul Gemmill 

REVIEWS: 

Recent Texts on the Principles of E i and the New 

Economics: Fairchild, Bye, Edie. Boucke, Tugwell, ‘ ‘ F. B. Garver 


Ansiaux, Traité d’E ique Politique . . . . . . H. R. Mussey 
Social Control of Business . . . . . . . . . E. S. Furniss 
The Grundiss Der Sozialékonomik . 5 P . A ‘ ; Clive Day 
Chase’s Tragedy of Waste . « « . ° : . . Z. Clark Dickinson 








CONTENTS FOR FEBRUARY, 1927 

. DEPRECIATION AND VALUATION FOR RATE CONTROL . J. C. Bonbright 
WHAT DO “STATISTICAL DEMAND” CURVES SHOW? . E. J. Working 

. THE COPPER-MINING INDUSTRY IN THE UNITED STATES 
1845-1925 . . . ° . ‘ P ‘ ; ‘ ‘ . F. E. Richter 

. UTILITY CURVES, TOTAL UTILITY, AND CONSUMER'S 
SURPLUS. + -« : » . . Harry E. Miller 

. THE INFLUENCE OF THE ANGLO-FRENCH TREATY OF 

COMMERCE OF 1860 ON THE DEVELOPMENT OF THE 
IRON INDUSTRY IN FRANCE ... ; ‘ : ; Arthur Louis Dunham 

REVIEW : 

Esslen’s Politik Des Auswartigen Handels_ . P . : . F. W. Taussig 


NOTES: 
Allyn A. Young 





Depreciation and Production Cost . ° P é . ‘ ° 
The Distribution Equilibrium under the Specific Productivity 
Theory . . ° ‘ ° ‘ ° , Noel Morss 


Sinking Fund and Cost: Criticism of Bye’s Analysis . . . Willard C. Beatty 





COPYRIGHT, 1927, BY THE PRESIDENT AND FELLOWS OF HARVARD COLLEGE. 


[Entered as Second-class Mail Matter. Acceptance for mailing at special postage rate provided for by Section 
1103, Act of October 3, 1917. authorised on July 31, 1018.] 














THE 


QUARTERLY JOURNAL 


OF 


ECONOMICS 


MAY, 1927 


THE EVOLUTION OF PAPER MONEY 
IN ENGLAND! 


SUMMARY 


Introductory, 361. — The bill obligatory, 363. — The Privy Seal de- 
mand note, 364. — The debenture, 366.— The payment order, 369. 
— The repayment order, or “order of loan,” 370. — The fiduciary order, 
or “order of the Exchequer,’ 370. — The tally, 371. — Post-Restora- 
tion innovations, 372. — The circulation of fiduciary orders, 373. — The 
“Stop” of the Exchequer, 373. — A general classification of Carolean 
paper orders, 374.— Specimen copies of Carolean repayment, and 
fiduciary orders, 376. — Important characteristics of these orders, 379. 
The goldsmith banker’s ‘“‘running cash” note, 379.— The earliest 
metropolitan engraved promissory notes, 379. — The earliest provincial 
engraved promissory notes, 380.— The bill of exchange and its de- 
velopment, 383.— The emergence of assignability, 383. — Malynes, 
Marius, and Scarlett on bills of exchange, 384. — The ‘‘outland”’ and 
the “‘inland’’ bill, 386. — The assignability of the promissory note, 386. 
— The earliest cheques, 389. — The demand note upon the Exchequer, 
390. — The Auditor of the Receipt’s note, 391. — The origin of Ex- 
chequer bills, 393. — The Bank of England’s earliest paper money, 397.— 
The Bank’s sealed bill, 397. — The Bank’s promissory note, 399. — The 
Bank’s “accomptable”’ note, 400. — The Bank’s “lettered” note, 401. 
— The Bank’s “‘specie’”’ note, 401. — The Banker’s annuity order, 402. 


In view of the fact that the seventeenth century wit- 
nessed the beginnings of the English Funded Debt, of 
the Bank of England, and of English negotiable instru- 
ments, it is curious that the detailed study of the 
financial history of the England of the Stuarts has been 


1. The following abbreviations are used in this article: B. M., The 
British Museum; P. R. O., English Public Record Office; Recs. Ex. R., 
Records of the Exchequer of Receipt; Recs. T., Records of the Treasury; 
8. P. Dom., State Papers, Domestic; Ch. Proc., Chancery Proceedings; 


361 








362 QUARTERLY JOURNAL OF ECONOMICS 


singularly neglected. Tho in recent years the valuable 
analyses of Dr. Shaw have thrown new light on the 
methods of the English Exchequer during this epoch, 
particularly under the post-Restoration régime,? there 
is still much manuscript material relating to the finances 
of the Stuarts awaiting the investigator. 

The present article — a brief attempt to describe the 
origins and early development of paper money in Eng- 
land — is based upon an examination of a large number 
of the earliest surviving specimens of English paper 
media, and of contemporary documents relating thereto, 
preserved in the British Museum, in the English Public 
Record Office, and in three historic English banks — 
Messrs. Hoare & Co., Messrs. Child & Co., and the 
Bank of England. 

At the outset it must be noted that the bill of ex- 
change* was the first monetary instrument to be 


C. J., Commons Journals; L. J., Lords Journals; Reps. D. K. P. R., Re- 
ports of the Deputy Keeper of Public Records; Reps. H. of C. Cs., 
Reports of House of Commons Committees; L. R. Ex., Law Reports, 
Exchequer; E. R. Ch., English Reports, Chancery; Parl. A. and P., 
Parliamentary Accounts and Papers; D. P. E., Palgrave’s Dictionary; 
of Political Economy; N. E. D., Oxford New English Dictionary; 
Q. J. E., Quarterly Journal of Economics; E. J., Economic Journal; 
Cal. T. B., Calendar of Treasury Books; Essays A. A. L. H., Select Es- 
says in Anglo-American History; Burr., Burrow, Reports (1790); Carth., 
Carthew, Reports (1741); Croke, Reports (1790-92); Holt, Reports 
(1738); Keble, Reports (1685); Ld. Raym., Lord Raymond, Reports 
(1790); Lev., Levinz, Reports, (1722); Lutw., Lutwych, Reports (1718); 
Mod., Modern Reports (1793-96); Salk., Salkeld, Reports (1795); 
Show., Shower, Reports, (1708-20) ; Strange, Reports (1795). 

2. See introductions Cal. T. B., iii, and the Cambridge Modern His- 
tory, iv, 434-458. 

3. This was the bill of exchange made payable to X or order, which 
emerged as a legally recognized negotiable instrument in the latter half 
of the seventeenth century. 

As will be described infra, the bill of exchange made payable to X or 
bearer was not, even in the last decade of the seventeenth century, re- 
garded by the English Courts of Common Law as assignable. See 
Hodges v. Steward (1691), 3 Salk. 68: “‘When the bill is payable to 
J. 8., or order, there an express power is given to the party to assign, 
and the indorsee may maintain an action”; also Nicholson v. Sedgwick 
(1698), 3 Salk. 67. 
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recognized as negotiable by the English courts of Com- 
mon Law, and that, tho Martin v. Boure,* 1602, which 
appears in the printed Law Reports, is generally re- 
garded by legal historians as the earliest reported case 
in England relating to this type of bill,® there are in 
existence manuscript reports of still earlier cases among 
the Early Chancery Proceedings.® 

Antecedent, however, even to the latter cases there 
is evidence to show that not only bills of exchange but 
also bills obligatory, ‘‘writinges obligatorie,”’ or bills of 
debt,’ were, under the medieval Lex Mercatoria, the 
Law Merchant, the “Custom of Merchants,’ recog- 
nized as important media between debtor and creditor 
even in pre-Tudor days.* Both these types were used 
with increasing frequency by the merchants of Tudor 
England. Tudor bills of debt are contained among the 


4, 2 Croke, 6. 

5. See W.S. Holdsworth, A History of English Law, viii, 159 (1925); 
E. Jenks, “On the Early History of Negotiable Instruments,” in the 
Law Quarterly Review, ix, 70 (1893); J. Chitty, A Practical Treatise on 
Bills of Exchange, Promissory Notes and Bankers’ Checks (1834 ed.), 
i, 157. 

6. E.g., P. R. O., Ch. Proc., Early, Bundle 713/12, Ardyson v. Mayor, 
Aldermen and Sheriffs of London, and Briard; and Ibid., 725/7, Barnes ». 
Mayor, Aldermen and Sheriffs of London; both cases during the Chan- 
cellorship of Sir Thomas Audley, 1533-38. 

See also Select Pleas of the Court of Admiralty (Publications of the 
Selden Society, vol. xi, 1897), ii, 68, 70, 71, 73. 

7. In Tudor and early Stuart times “writinge obligatoire” and “bond” 
were sometimes regarded as interchangeable terms. E. g., in Ch. Proc., 
James I, Bundle D 7/63, Harman v. Wild, it is stated that Richard Wild, 
a London goldsmith, advanced £50 to Sir William Harman on the 
security of what is termed ‘‘a bond or writinge obligatorie, ’’ whereon the 
latter and two other persons stood ‘‘severally bound in £100 to the said 
Wild.”” A money bond, often referred to simply as a bond, was, how- 
ever, usually understood to be a sealed writing acknowledging a debt, 
the debtor as a rule binding himself for twice the amount of the loan. 

8. See, for example, the Cely Papers, 1475-88 (1900, ed. by H. E. 
Malden for R. Hist. Soc.), No. 128; the Stonor Letters and Papers, 
1290-1483 (1919, ed. by C. L. Kingsford for R. Hist. Soc.), Nos. 150 
and 223; Select Cases concerning the Law Merchant, 1270-1638 (Pub- 
lications of the Selden Society, vol. xxiii, 1908), pp. 81, 98, 127. See also 
E. Power, “The English Wool Trade in the Reign of Edward IV,” in the 
Cambridge Historical Journal, vol. ii, No. 1 (1926). 
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Lansdowne MSS, in the British Museum. These are 
acknowledgments by a royal financial intermediary of 
loans from wealthy City traders, but they afford no 
evidence which indicates that they were transferred 
from one person to another.’ 

In addition to the bill of debt and of exchange, three 
other types of paper credit were in frequent use in Eng- 
land before the latter was legally acknowledged a nego- 
tiable instrument. They were the Privy Seal demand 
note, the debenture, and the payment order; and Tu- 
dor and Stuart specimens of each type are still extant. 

The Privy Seal demand note was used for raising 
loans. It was usually issued in printed form — some 
of the surviving Elizabethan examples are written — 
to specially appointed royal collectors, who entered 
on the note the sum borrowed; the note was then 
held by the lender until it was honored. A Jacobean 
specimen, dated 31st July 1604, is headed ‘‘By the 
King,” commences with the phrase, “‘Trustie and well- 


9. One of the bills in this collection given by the Earl of Leicester to 
Alderman (afterwards Sir) Richard Martin, a powerful Elizabethan 
goldsmith, is dated September 11, 1581, and acknowledges a loan of 
£1,000. It contains the following promise: ‘‘I the said Erle doe by 
this byll confesse that by her Mati®* appoyntment I have receaved the 
sayd some of one m! to be repayd to the sayd Richard Martin or his 
heirs executors and assignes by the end of three monethes next ensuying 
the date hereof. . . .”” B. M., Lansd. MSS, 32, fols. 31-44. 

All these bills are similarly worded. It will be noted that authority is 
given for repayment to the lender’s “assignes.”’ 

Copies of Tudor bills obligatory are given in W. West, Symbolxo- 
graphia (1590), B. M., 514. a. 26, sect. 38; and I. B., The Merchants 
Avizo (1607), B. M., 712. b. 1, p. 55. 

For a good contemporary account of bills obligatory, see Malynes, 
Lex Mercatoria (1622), B. M., 5805. b. 27, pt. 1, chap. 13. Malynes states 
that these bills were used as transferable instruments in the Low Coun- 
tries. In the nineties of the seventeenth century Sir Josiah Child, New 
Discourse of Trade, (2d ed., 1694), B. M., 712. c. 5, advocated the pass- 
ing of a law for transferring bills of debt in England. 

For a modern description of bills obligatory, see Sir J. Comyns, A 
Digest of the Laws of England (5th ed., 1822), v, 2. 

1. Together with an acknowledgment of its receipt. Sometimes, 
however, the sum required was specified on the note before it was pre- 
sented to a potential lender. 
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beloved,” and demands the sum of £30 to be delivered 
to John Wyn Esq., “our Collector, in our Countie of 
Carnarvon . . . the loan whereof we do desire to be 
untill the twenty fourth day of March 1605 [6].”? Tho no 
interest appears to have been paid on such loans, there 
is ample documentary evidence to show that large 
sums were raised in this way from Englishmen, and, to 
a much lesser extent, from foreigners resident in Eng- 
land, during the late Tudor and early Stuart periods.* 

Instances occur of the assigning of receipted demand 
notes. In fact, the note gave power to assign. It was 
‘an immediate warrant to our Exchequer” to pay the 
contents to the lender or “his assignes” upon delivery of 
the note at the Exchequer of Receipt.* A holder could 
by power of attorney, an instrument which had become 
very prevalent in Stuart England,® authorize a repre- 
sentative to receive repayment of the loan, or he might 
transfer the note to another person for ready cash. 
An Elizabethan specimen for £50,° duly receipted by 
the royal collector, is indorsed with the signature of 
an assignee who received the sum specified on the note 
at the Exchequer of Receipt. Thus, long before the bill 

2. P. R. O., Recs. Ex. R., E 401/2590. 

3. E.g., Ibid. This bundle of Exchequer papers contains some ex- 
cellent examples of lists or “‘bookes’’ of receipts “‘of money upon privie 
seales”’ raised by royal collectors in the City of London. Also P. R. O., 
Ibid., E 401/2583 (dated 1597); E 401/2584 (dated 1604-05); E 401/ 
2585 (dated 1620); and B. M., Additional MS., 27,877, Register of 
Accompts of Collectors of a Public Loan (dated 1611-12). And §S. P. 
Dom., Elizabeth, 71, 4; 71, 9; 71, 24; 71, 77; 73, 43; 73, 70. 

4. The old English Exchequer had two divisions — the Exchequer 
of Account, which was concerned with audit, and the Exchequer of 
Receipt, which was concerned with the actual receipt and payment of 
public revenue. See F. S. Thomas, The Ancient Exchequer of England 
(1848); H. Hall, Antiquities and Curiosities of the Exchequer (1898), 
chap. 4; H. Jenkinson, A Manual of Archive Administration (1922), 
pp. 206-219; M. S. Guiseppi, Guide to the Manuscripts Preserved in the 
Public Record Office (1923), i, 178-181, for further details. 

5. A large number of seventeenth-century powers of attorney are 
preserved in P. R. O., Recs. Ex. R., E 407/125; and E 407/123. 

6. P. R. O., Recs. Ex. R., Thorpe’s Exchequer Papers, E 407/116, 


which contains a number of excellent specimens of Elizabethan and 
Jacobean Privy Seal demand notes. 
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of exchange was recognized as a negotiable instrument 
by the courts of Common Law, the Privy Seal note 
was transferred from one person to another. 

The debenture, or ‘‘debentur,” in its original form 
was an instrument issued, under the authority of Acts 
of Parliament, Royal Signs Manual, or Letters Patent 
Dormant, to government officials, pensioners, or an- 
nuitants, to whom salaries, fees, pensions, or annuities 
were due at the Exchequer. During the seventeenth 
century, however, the term debenture had more than 
one meaning. We frequently find the third of the pre- 
ceding types of paper credit — the payment order — 
referred to as a debenture.’ This is not surprising, for, 
tho originally differing in form and purpose, both the 
debenture and the order were simply instruments under 
which public money was issued from the Exchequer of 
Receipt. The debenture was always signed by the 
Auditor of the Receipt, and was a written statement 
in Latin ° of the sum due, several of the words being 
invariably abbreviated by the writers, as is shown in 
the following specimen: 

7. See infra. Under 31 Chas. II, c. 1 (1679), the Commissioners for 
disbanding the forces were authorized to issue certificates or “‘deben- 
tures” for expenses incurred, and the Treasury Lords, upon receiving 
them, were to issue orders for the payment of the sums certified on the 
so-called debentures. 

8. See Parl. A. and P., 1831, x, 313; First Report of the Commissioners 
of Public Accounts (Report on the Exchequer), pp. 93, 94, and 119; and 
Ibid., 1857-58, xxxiii (443), Return of the Whole Amount of the National 
Debt of Great Britain and Ireland . . ., p. 87. 

As both debentures and payment orders represented payments out, 
or issues, by the Exchequer, they were duly recorded, when paid, in the 
Issue Books (Pells), and in the Issue Rolls of the Exchequer of Receipt, 
the entries in the former being duplicates of those in the latter. 

“No money could be paid by any Teller until the Clerk of the Pells 
had testified the recording of the issue by writing his Recordatur, with the 
date of the entry in his book or roll, on the debenture or order by virtue 
of which the payment was made.”’ Guiseppi, op. cit., i, 185. 

9. The Latin form and the Roman numerals persisted until 1834, 


except during the Cromwellian régime, when all debentures were written 
in English. 
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and it was usually receipted thus: Rec* then the full 
contents of this Debentur—a form of receipt generally 
accompanied by the signature of a witness. Later 
specimens of this type have the receipts on attached 
slips, while on the debenture itself the particular branch 
of the revenue out of which it was to be paid is specified. 

It does not appear to have been customary to assign 
this type of debenture. Among a large number pre- 
served in the Public Record Office which were issued 
between 1550 and 1834 not a single specimen has been 
assigned. But in the seventeenth century and the 
early part of the eighteenth, a totally different type of 
debenture appears— the large printed (occasionally 
written) debenture used for special purposes. Such were 
the Transport Office, the Army, the Ordnance, and the 
Nevis debentures; ? and these were frequently assigned 
by indorsement. The last-named are printed forms of 
foolscap size, which were issued by the ‘‘ Commissioners 
for the Affairs of Trade and Plantations,” under the 
authority of an act of Parliament,’ ‘‘to such of the Pro- 
prietors or Inhabitants of the Islands of Nevis and St. 
Christopher, who suffered by the late French invasion 
and who should on, or before, the 25th December 1712, 
make proof as by the said Act directed that they had 
resettled their Plantations on, or before, 25th Decem- 
ber 1711.” Those preserved in the Public Record Office 
carried interest; one has indorsements showing that 
three years’ interest was paid on May 17, 1715; and 
another shows that they were assignable.‘ All the pre- 


2. The ambiguity of the term debenture in the seventeenth century 
is further illustrated in 4 W & M, c. 15, section 10, which refers to a 
special type of Customs certificate, a debenture on drawbacks of duty. 

3. 10 Anne, c. 41. The maximum issue was fixed at £103,003. 

4. P. R. O., Recs. Ex. R., E 407/79. A surviving Transport Office 
debenture for £693. 8. 14, No. 656, dated August 20, 1695, written on 
paper of double foolscap size, was assigned twice in 1702, and the in- 
dorsements show that interest for five separate years and four separate 
half-years was drawn by the original payee. Ibid., E 407/79. 
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ceding so-called debentures were really assignable 
interest-bearing payment orders.® 

The payment order was thus often termed a deben- 
ture in Stuart times, and this, together with the intro- 
duction of two other types of orders has resulted in a 
great deal of misunderstanding. It was originally a 
Lord Treasurer’s order, and was always signed by this 
official. When, however, the Treasury was put into 
commission, it was signed by at least two of the Lords 
Commissioners. 

Payment orders were usually issued under the au- 
thority of Letters of Privy Seal addressed to the Lord 
Treasurer or to the Treasury Lords, who, in turn, 
authorized the Auditor of the Receipt to issue the 
orders from the Exchequer. They were, therefore, 
Treasurer’s, or Treasury, orders issued by, and, when 
funds allowed, paid by, the Exchequer of Receipt. 


5. Other varieties of payment orders issued to governme.t creditors 
were the so-called Goldsmiths’ Hall and Weavers’ Hall “‘bills,"’ Victual- 
ling and Navy “bills,” and seamen’s “tickets.” 

During the Commonwealth régime, up to 1654, the functions of the 
Exchequer of Receipt were delegated to sub-treasuries such as those 
established at Goldsmiths’ Hall and at Haberdashers’ Hall. H. Scobell, 
Collection of Acts and Ordinances, 1640-56, ii, 86, shows that Gold- 
smiths’ Hall and Weavers’ Hall “‘bills,” as well as ready money, were 
accepted by the Long Parliament as payment for the bishops’ lands 
from July 24, 1649. See W. O. Scroggs, English Finances under the 
Long Parliament, Q. J. E., xxi (1907), 463-487. These “bills” appear 
to have been either payment orders similar to those issued by the 
Exchequer, or what were termed ‘Public Faith bills,’ which were re- 
ceipts for loans paid into these Treasuries, carrying 8 per cent interest. 
See L. J., v, 533-535. A copy of “the forme which was first given of 
publique ffaith bills” will be found in S. P. Dom., Interregnum, A. 59, 
last folio. The writer of the article entitled, ‘Goldsmiths; Goldsmiths’ 
Notes,”’ in D. P. E., confuses Goldsmiths’ Hall “bills” with goldsmiths’ 
promissory notes. Victualling and Navy bills were, like the Transport 
Office, Army, and Ordnance debentures, assignable and interest-bearing 
Departmental payment orders. On December 31, 1781, the amount of 
these bills unpaid was £7,918,000, bearing an annual interest of £316,- 
720, and the unfunded debt of the Ordnance was £831,565.19.10 (in 
debentures). See Reps. H. of C. Cs., xii, App., p. 20; and Ibid., xii, 425. 
Seamen’s tickets were issued to naval sailors as wage payments. See 
10 Anne, c. 19, section 117 (1711). 
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But before they could be paid they had to be indorsed 
with (1) the Auditor of Receipt’s note, which gave a 
Teller authority to pay or part pay the order, and (2) 
the Recordaiur.6 In Tudor and early Stuart times the 
orders were usually written by the Auditor; and even 
after the Restoration, when the large printed order be- 
came so general, they were sometimes written. The 
printed orders had, like the written orders, to be signed 
by the Lord Treasurer or at least two of the Treasury 
Lords. 

After the Restoration, two new types of payment 
orders, or, more accurately, repayment orders, ap- 
peared, orders invented by the Executive of Charles II, 
which were of the greatest importance in Stuart public 
finance. They are: the repayment order, which actually 
represented an advance of metallic money in anticipa- 
tion of, and on the security of, specified branches of the 
public revenue; and the fiduciary order, which when 
issued was simply fictitious credit not representing an 
actual loan, but upon which loans were raised, usually 
for less than the nominal value of the order. Thus in 
the five years immediately preceding the partial suspen- 
sion of cash payments in January, 1672, known as the 
“‘Stop” of the Exchequer, therewere really three types of 
Treasury (or Treasurer’s) orders: the common payment 
order, the repayment order, and the fiduciary order. 

Like the debentures, these orders represented a float- 
ing debt. They were assigned and reassigned by in- 
dorsement in large numbers; while, in addition, before 
the seventies of the seventeenth century it had become 

6. See Reps. D. K. P. R., vi, App. ii, pp. 218, 219; Ibid., vii, App. ii, p. 9. 
For examples of the Auditor of Receipt’s note and of the Recordatur see 
Sir Thomas Player’s repayment order, infra. The Recordatur was an 
indorsement signifying that the order had been duly recorded in the 
Order Book of the Clerk of the Pells. The actual payment of the order 


had to be recorded in the Pells’ Issue Books and Rolls. See Reps. D. K. 
P. R., iii, App. ii, pp. 173, 174. 
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customary to assign and reassign by indorsement the 
bill of exchange payable to order. This is the second 
step in the early history of English negotiable instru- 
ments, the stage of what jurists term ‘‘ complete assign- 
ability,”’ in which, by means of more than one indorse- 
ment, the bill, or order, passed through various hands, 
and thus gave rise to the problem of the legal position 
of the intermediary indorsee. 

In order to understand more clearly these develop- 
ments, it is necessary to describe briefly the tally, 
the core of the old Exchequer mechanism,’ which, tho 
it reached its apogee in the seventeenth century, did 
not finally disappear from English national finance 
until the second decade of the nineteenth century. 

The working of the tally system in its original form 
was quite simple. When loans were advanced to the 
Exchequer the tally, a small stick, generally of hazel, 
the duplicate of a piece kept by the Chamberlains of 
the Exchequer of Receipt on which was notched the 
amount advanced, was given to the lender as security.® 
It was registered on a certain branch of the revenue, 
and presented to the Receiver, or ‘‘Cashier,”’ of the 
specified branch, or to the Exchequer of Receipt when 


7. A very rare seventeenth-century treatise by Sir Thomas Fanshaw, 
entitled, The Practise of the Exchequer Court with its severall Offices 
and Officers (1658), B. M., E. 1928 (1), gives a valuable account of the 
Exchequer of Stuart England. P. R. O., T 48/6, The Lowndes Papers, 
contains William Lowndes’ Report to the Lord High Treasurer upon the 
methods of the Exchequer, dated 1691. 

8. In 1826, under 23 Geo. III, c. 82 (1782). 

9. ‘On the Tally notches were cut indicating the sum in the Teller’s 
Bill, a large notch for M (or £1,000), a smaller notch for C (or £100), a 
smaller still for X (or £10), and so on for single pounds, shillings, and 
pence .. . the Tally writer (who was afterwards the Auditor of the 
Receipt) wrote the sum on two sides of it, then it was cleft from the 
head to the shaft through the notches, one part of which was called a 
Tally, the other a Counter Tally: one of the parts was retained by the 
Chamberlains, the other part was given to the party paying in the 
money.” F. S. Thomas, op. cit., p. 26. For further details about the 
tally system, see Parl. A. and P., 1868-69, xxv (366), 334-349; H. Jen- 
kinson, Exchequer Tallies, Archeologia, lxii (1921), 367-380; Guiseppi, 
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the loan, which did not bear interest, was to be repaid. 
After the Restoration three important innovations were 
introduced. First of all, the tally was authorized to 
bear interest; ' secondly, the tally was henceforth issued 
accompanied by a repayment order;?* and, thirdly, the 
repayment orders were, by Act of Parliament, made 
assignable by indorsement. * 

These wooden tallies‘ and the repayment orders 
were therefore receipts or vouchers issued by the 
Exchequer, which to the lender functioned as cheques, 
and to the Receiver who cashed them, as receipts, for 
which he was given credit in the Exchequer of Account 
just as if he had paid the actual money received as 
taxes, aids, or duties into the Exchequer of Receipt. 
If, however, the lender was in need of ready cash, he 
might have his tally and repayment order discounted 
by another person, usually a goldsmith banker, who 
ultimately presented it for payment. 

This type of order, representing an actual advance to 
the Exchequer, was soon developed by the hard-pressed 
Executive of Charles II into an order of an entirely 
different nature — the fiduciary order or “order of the 
Exchequer,” which was issued in rapidly increasing 
numbers between 1667 and the “Stop” of the Exche- 
quer. ‘I think it is no exaggeration to say,” writes Dr. 
Shaw, ‘‘that this is the origin of official paper money in 
England.” ® 
op. cit., i, 183, 184; H. de Fraine, Tallies, The Old Lady of Threadneedle 
Street (the official magazine of the Bank of England), ii, No. 13 (March, 
7 tee 12 Chas. II, c. 9 (1660). 

2. By 17 Chas. II, ¢. 1 (1665). 

3. Ibid. This Act appears to be the first Parliamentary authority 
for the issue of negotiable, interest-bearing public securities. See Parl. 
A. and P., 1857-58, xxiii (443), 84-105. 

4. Known as “tallies of loan.” 


5. W. A. Shaw, The Treasury Order Book, E. J., xvi (1906). See also 
Cal. T. B., iii, introd., pp. xxxvii-xlvi. 
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The circulation of these fiduciary orders was not a 
difficult matter. Large numbers were issued “by way 
of imprest’’ to various departmental treasurers, such 
as the Treasurers of the Navy, the Treasurer of Tangier, 
the Paymaster of Works, and the Cofferer of the House- 
hold, who either raised loans, usually from the gold- 
smith bankers, on their security, or gave them in settle- 
ment of debt to Government creditors, who, in turn, 
almost invariably discounted them with the bankers. 
Indeed, when the “‘Stop” was declared, in 1672, prac- 
tically all these orders in circulation were in the hands of 
the bankers, who, in addition, held large numbers of indi- 
vidual tallies, and of tallies accompanied by repayment 
orders, which they had secured either through discount- 
ing or as securities for advances to the government. 

It was the failure of the Executive to meet this fic- 
titious credit that precipitated the ‘‘Stop” of the 
Exchequer, with its serious results to the thousands of 
metropolitan and provincial customers of this particu- 
lar group of bankers. Charles II’s total debt at this 
time was £2,250,000, and well over £1,300,000 of this, 
due to the goldsmith bankers, was based almost en- 
tirely on four types of securities: the payment order, 
the tally, the tally and repayment order, and the 
fiduciary order, the last-named predominating.® 

The fiduciary order was a fatal expedient. The 
financial mechanism of the day was too rudimentary 
to bear the burden of such worthless paper. But if the 
Exchequer had issued these orders in a strictly limited 
number, and in anticipation of a not too heavily mort- 
gaged branch of the public revenue, it is quite possible 
that this government department would have func- 
tioned successfully as a bank of issue, and, by antici- 


6. Only a very small portion of the debt to the goldsmith bankers 
represented gold and silver articles and precious stones. 
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pating in this way the most important of the original 
functions of the Bank of England, might have con- 
siderably delayed, if not completely dispensed with, 
the establishment of a great central bank of issue in 
England.’ Later, however, when the infant Bank of 
England, through the courage and integrity of its earliest 
directors, had gained a fair degree of public confidence, 
the Lords of the Treasury, under the guidance of the 
able and far-seeing Montague, launched with con- 
spicuous success an issue of bills,* which was in essence 
simply a repetition of the ill-fated fiduciary experiment 
of Charles IT. 

Striking evidence of the extensive issues of the 
various types of Carolean paper orders is contained in 
a remarkable series of Exchequer documents known as 
the Registers of Orders for Repaymenis,° in which copies 
of the original orders, and of the assignments, were 
duly entered. These books show that large numbers of 
each type, particularly the fiduciary orders, were 
issued between 1667 and the end of 1671, a period 
which saw the conclusion of the second Dutch War, 
and which immediately preceded the ‘“‘Stop”’ of the 
Exchequer, the latter event dramatically ending the 
fiduciary issue. 

Broadly speaking, the orders recorded in these valu- 
able registers fall into three classes: (1) repayment 
orders accompanying tallies, or ‘orders of loan,’ repre- 
senting actual advances to the Exchequer; (2) fiduciary 
orders, or ‘“‘orders of the Exchequer,’ in the form of 
imprests to departmental treasurers; (3) payment 
orders, or ‘‘debentures” to government creditors, 
usually for ‘‘workmanship used upon several of his 
Ma‘ shipps,” or for naval or ordnance stores. Large 


7. See Cal. T. B., iii, introd., p. xxxvii. 
8. Exchequer bills, described infra. 
9. P. R. O., Rees. Ex. R., E 403/2430-2435. 
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numbers of the first and second classes were originally 
issued to such powerful goldsmith bankers as Sir Rob- 
ert Vyner, Alderman Edward Backwell, John Colvile, 
Jeremiah Snow, John Portman, and Isaac Meynell; 
and further large numbers of these classes, and also of 
the third class, were assigned to these bankers by the 
original holders or their assignees.! 

In addition to the preceding Exchequer records of 
orders issued, assigned, and re-assigned, a number of 
actual specimens of various types still survive. Copies 
of a repayment order, or “‘order of loan,” and a fiduciary 
order, or ‘‘order of the Exchequer,” are given herewith, 
and it will be observed that the former is based upon an 
actual advance to the Exchequer, while the latter was 
issued ‘‘by way of imprest” to the Treasurers of the 
Navy, and immediately assigned by them to Bernard 
Turner a well-known Carolean goldsmith banker, and, 
one of the group that was so heavily hit by the ‘“‘Stop”’ 
of the Exchequer. 

The following ‘‘ order of loan,”’ ? issued to Sir Thomas 
Player, Chamberlain (or Treasurer) of the City of Lon- 
don,’ is printed on water-marked paper of double fools- 
cap size. It carried interest, is numbered and registered 
on a certain fund, contains no indorsements, and is not 
receipted as paid by the City Chamberlain. 

1. In addition, many orders for payment of interest on advances to 
the Exchequer — ‘‘interest of monies” — were issued to these and other 
goldsmith bankers. Records of these will be found in P. R. O., Rees. 
Ex. R., E 407/120. 

2. Taken from P. R. O., Recs. Ex. R., E 404/619. 

3. Player, on behalf of the City of London, advanced large sums of 
money to Charles II, receiving as securities tallies, and (after 1665) 
tallies and repayment orders. See Cal. T. B., ii, 613. The non-payment 
of these loans, together with the prevailing slipshod methods of civic 
finance, reduced the City of London to bankruptcy, and resulted in the 


passing of the Orphans Act (596 W & M, c. 10) in 1694 — an act which 
initiated a new and remarkable epoch in London’s finance and expansion. 
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This may be compared with the next specimen — 
the fiduciary order.’ Tho usually printed, the following 
is entirely written,® and is signed by Ashley and Dun- 
combe. It is numbered, and registered on a special 
branch of the revenue, while the assignment appears 
underneath. (See page 378.) 

It is interesting to note that Turner, whose “shop,” 
or “running cash”’ establishment, was at ‘‘The Fleece”’ 
in Lombard Street, advanced £5,000 upon this order, 
nominally worth £5,500, at 6 per cent interest, plus 
4 per cent gratuity.’ 

Large numbers of fiduciary orders were in this way 
issued to the special group of goldsmith bankers already 
mentioned. Turner, for instance, who was involved to 
a far lesser extent than those just named, held, on the 
eve of the “Stop” of the Exchequer, fiduciary orders 
to the nominal value of £15,400, while Sir Robert 
Vyner, who was more seriously entangled in this artifice 
than any of the other bankers, had speculated so largely 
in these orders, and in the “orders of loan,”’ that it took 
the Exchequer officials five years after the “‘Stop”’ to 
present a statement of his transactions with the Execu- 
tive. 

It is evident from an examination of the actual 
orders, and of the preceding Registers, that each type of 
paper order — the payment order, the repayment order 
of loan, and the fiduciary order of the Exchequer— 

5. Taken from P. R. O., Recs. Ex. R., Thorpe’s Exchequer Papers, 
E 407/119. 

6. An excellent printed example of a fiduciary paper order, dated 
July 4, 1670, for £200, registered upon “‘the late Act for Imposition upon 
Wines and Vinegar,”’ is contained in P. R. O., Recs. Ex. R., E 404/619. 
This order, of double foolscap size, with different watermarks on each 
sheet, was issued to Osborne and Littleton, the Treasurers of the Navy. 
It is numbered 87, and the fact that even the names of the Treasurers 
are printed indicates that a large number were issued to these two 


officials. 
7. P.R.O., Recs. Ex. R., E 407/33. 
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passed in large numbers from hand to hand by repeated 
indorsements. Furthermore, the following features 
are particularly noticeable in connection with these 
orders during the four years preceding the ‘‘Stop”’:® 
(1) the three types were usually issued under the au- 
thority of the Privy Seal; (2) fiduciary orders were 
sometimes drawn on the “‘Exchequer in general,” and 
sometimes on a specified branch of the revenue; (3) 
altho fiduciary orders generally represented fairly large 
sums, there are examples of such orders for compara- 
tively small values; ® (4) indorsements were sometimes 
witnessed; (5) there are several instances of goldsmith 
bankers reassigning fiduciary orders to other gold- 
smith bankers;! (6) the fiduciary order was not in- 
variably inconvertible.? 

While the payment, repayment, and fiduciary orders 
were thus being freely assigned by indorsement, the 
goldsmith banker’s ‘‘running cash,” or promissory 
note, was rapidly developing into an important mone- 
tary instrument. Originally a receipt for a deposit of 
metallic money, it was simply a brief written note 
drawn out on a small slip of paper by the banker or his 
representative, and the sum promised was sometimes 
paid in instalments— the part payments being in- 
dorsed on the note.*? Really a condensed form of the 
old verbose mercantile bill of debt, the goldsmith’s note 
was the forerunner of the engraved bank promissory 
note, and under the Law Merchant it was, if made out 


8. The conclusions which follow are based upon an examination of a 
number of specimens in P. R. O., Recs. Ex. R., E 407/116-122. 

9. E. g., Ibid., E 407/119, contains several specimens of fiduciary 
orders for small sums. All these are printed except for the amount, 
the date, and the signatures of Albemarle, Clifford, and Duncombe. 

1. E. g., Ibid., E 407/119 and E 403/2430. 

2. Ibid., E 407/119 and E 407/120. 

3. Cooksay v. Bouverie (1682), 2 Show. 296; and Ward v. Evans 
(1702), 2 Ld. Raym., 928. 
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to order, recognized as transferable by indorsement and 
by delivery. The earliest surviving specimens are made 
out to X or bearer. An early example of this type in 
Messrs. Child’s collection is thus worded: 


November 28" 1684. 


I promise to pay unto the Rt Honble Ye Lord North 
& Grey or bearer ninety pounds at demand. 
for M* Francis Child & myself 
Jno Rogers. 


In the closing years of the seventeenth century the 
written promissory note developed into the engraved 
promissory note, which, as will be shown presently, 
appears to have been first issued ty the Bank of Eng- 
land. This latter type was copied early in the eighteenth 
century by the other London bankers, and, apparently, 
a little later, by the provincial bankers. Among the 
former, Child’s Bank was undoubtedly issuing engraved 
bank notes before 1730,‘ and there are surviving ex- 
amples of provincial bank notes, which were circulated 
between this date and 1740. 


The exigencies of space will allow only a brief refer- 
ence to the engraved promissory notes of the early 
provincial English bankers. The famous Smith family, 
mercers, of Nottingham, had undoubtedly originated 
an embryonic banking business in connection with their 
ordinary activities before the end of the seventeenth 
century, and these pioneers were followed in the eight- 
eenth century by the Backhouses and Peases of Dar- 
lington, worsted manufacturers; the Gurneys of East 
Anglia, who were also closely connected with the worsted 

4. The earliest specimen of an engraved promissory note in Messrs. 


Child’s possession is dated September 5, 1729. It is numbered 366, and 
is for £40. 
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trade; the Vaughans of Bristol, goldsmiths; and the 
Woods of Gloucester, grocers.’ Engraved promissory 
notes were issued by at least one of the preceding firms 
in the first half of the eighteenth century, while in the 
second half of the same century many provincial 
banking houses were issuing such notes in increasing 
numbers. 

The following is a copy of one of the earliest English 
provincial engraved promissory notes issued by Smith’s 
Bank of Nottingham in 1736: 


Ne 7346. 8. A. 8. 


I promise to pay Evelin Chadwick Esq or bearer 
Sifty pounds av at Nottingham 
on demand Value received. December 22nd 1736. 
£60 ____ For Bro Samuel & Self 

Abell Smith. 





This may be compared with the following, issued by 
the same bank ten years later: ® 


5. For a detailed account of the Smiths, see H. T. Easton, History of 
a Banking House (Smith, Payne and Smiths, 1903); also F. G. Hilton 
Price, A Handbook of London Bankers (1876), pp. 123, 124. For the 
Backhouses and Peases, see Maberly Phillips, A History of Banks, 
Bankers and Banking in Northumberland, Durham and North York- 
shire (1896), pp. 134, 345, 346; for the Gurneys, W. Bidwell, Annals 
of an East Anglian Bank (1900), and W. Howarth, Barclay and Com- 
pany, Limited (1901), chap. 6; for the Vaughans, C. H. Cave, A History 
of Banking in Bristol (1899), p. 6; and for the Gloucester Bank founded 
by James Wood in 1716, see F. Martin, Stories of Banks and Bankers 
(1865), p. 138. 

6. These early Smith promissory notes were exhibited in the Royal 
Mint Annexe of the British Government Pavilion, British Empire Ex- 
hibition, Wembley, 1924-25. Maberly Phillips, Bank Note Collecting, 
Connoisseur, v, 38, gives an illustration of an engraved Smith promis- 
sory note, dated 1735, and states (p. 39) that there is a similar one in 
existence dated August 26, 1728, numbered 529, which he regards as the 
earliest known provincial bank note. For excellent illustrations of the 
later eighteenth-century provincial bank notes, see H. L. Roth, The 
Genesis of Banking in Halifax (1914), supplement to section xiv; 8. 
Lloyd, The Lloyds of Birmingham (1907), pp. 62, 66; J. Hughes, Liver- 
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Ne 81965. 
I promise to pay Mt W™ Elliot or Bearer 
Twenty pounds at Nottingham 





on Demand Value Received. Septem’ 24‘ 1746. 
For Messrs Samuel & Abell Smith & Co 


£20.0.0. & Self 
Abell Smith. 


These early metropolitan and provincial engraved 
promissory notes do not appear to have been issued for 
small sums. The Bank of England up to 1759 did not 
issue any such notes under the value of £20,’ and in 
this year first issued £10 and £15 promissory notes. 
But in the period of Napoleonic warfare, when large 
numbers of small country banks appeared, the issue of 
engraved promissory notes for small amounts increased 
rapidly in England. Between 1797 and 1821 the Bank 
issued £1 and £2 notes, while a great number of notes for 
both these values were circulated by provincial houses, 
the resultant chaos causing numerous failures among the 
latter institutions.*® 


pool Banks and Bankers (1906), pp. 158, 160, 162; M. Phillips, A History 
of Banks, Bankers and Banking, etc., pp. 155, 292, 297, 404; and Cave, 
op. cit., passim. Valuable information is contained in the Institute of 
Bankers’ Catalogue of the Maberly Phillips Collection of Old Bank 
Notes, Drafts, ete. (1906), a collection which is preserved in that In- 
stitute. 

7. The Bank, however, as will be shown infra, experimented unsuc- 
cessfully with an issue of “lettered notes indented on marbled paper,”’ 
which included £5 notes as early as 1695. 

8. See W. J. Gilbert, A Practical Treatise on Banking (6th ed., 1856), 
section v; W. Graham, The One Pound Note in the History of Banking 
in Great Britain (2d ed., 1911), chap. 18; H. D. Macleod, The Theory 
and Practice of Banking (5th ed., 1892), i, 535, 536; A. Andréadés, His- 
tory of the Bank of England (1909), pp. 171, 172, 187, 188; E. Cannan, 
The Paper Pound of 1797-1821 (1919); R. G. Hawtrey, Currency and 
Credit (2d ed., 1923), chap. 16; N. J. Silberling, Financial and Mone- 
tary Policy of Great Britain during the Napoleonic Wars, Q. J. E., xxxviii, 
399, 418, 419; J. W. Angell, The Theory of International Prices, (Har- 
vard Economic Studies, vol. 28, 1926), Appendix A, p. 496. 
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The development of the goldsmith’s promissory note 
is closely connected with certain legal changes au- 
thorized during the seventeenth century with reference 
to the bill of exchange; but tho the origin of the latter 
instrument has been discussed — very superficially, it 
must be admitted —in numerous legal treatises,’ its 
earliest history is still wrapped in obscurity.! We do 
not know when it was first introduced into England; ? 
but we do know that the recognition by the Common 
Law courts of the assignability of the bill of exchange 
used in connection with overseas trade, — the “‘out- 
land’”’ or foreign bill,—payable to X or order, is the 
first legal step in the history of this bill as a negotiable 
instrument in England, an event of preéminent impor- 
tance in the monetary economics of Stuart times.* 

Professor Holdsworth has recently described with 
great clearness the emergence of the quality of assign- 


9. See E. Jenks, op. cit., on this point, and compare E. Cleirac, 
Usance du Negoce (1656), B. M., 1140. f. 20; L. Nougier, Des Lettres de 
Change (1839), chap. 2; J. Chitty, A Practical Treatise on Bills of Ex- 
change, Promissory Notes and Bankers’ Checks (ed. 1834), p. 28; J. 
Story, Commentaries on the Law of Bills of Exchange (4th ed., 1860), 
chap. 1; H. D. Jencken, A Compendium of the Laws on Bills of Exchange, 
Promissory Notes, Cheques and other Commercial Negotiable Instru- 
ments of England (1880), pp. 2-7; M. D. Chalmers, A Digest of the 
Law of Bills of Exchange, Promissory Notes and Cheques (2d ed., 
1881), introd., p. xl; Sir John B. Byles, A Treatise on the Law of Bills 
of Exchange, Promissory Notes, Bank-notes and Cheques (18th ed., 
1923), p. 4. 

1. See W. J. Lawson, History of Banking (1855), chap. 2; Jenks, op. 
cit.; W. Sombart, The Jews and Modern Capitalism (1913), pp. 65-67; 
A. P. Usher, The Origin of the Bill of Exchange, The Journal of Political 
Economy, xxii (1914), 566-576; H. T. Easton, History and Principles of 
Banks and Banking (3d ed., 1924), chap. 20; W. J. Holdsworth, op. cit., 
viii (1925), 126-137. 

2. 3 Rich. II, c. 3 (1379), refers to the “Ire deschange.” A. H. 
Thomas, Calendar of Early Mayor’s Court Rolls (1924), pp. 94 and 
200, 201, gives instances of early London Guildhall cases relating to bills 
of exchange dated 1300 and 1305. 

3. For a valuable account of the monetary theories of Stuart Eng- 
land, see A. E. Monroe, Monetary Theory before Adam Smith Har- 
vard Economic Studies, vol. 15 (1923). 
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ability in the English bill of exchange.‘ The curious 
and enthusiastic reader may trace this interesting 
development in the various printed Law Reports relat- 
ing to the seventeenth century.’ It is, therefore, only 
necessary to emphasize two important points here. 
The first is that the bill of exchange, originally regarded 
by the Law Merchant as a valid contract when the 
parties concerned were actually merchants, was, before 
the end of the seventeenth century, recognized as valid 
by the courts of Common Law, even if the parties con- 
cerned were not merchants. The second is that the 
quality of assignability ’ was incorporated in the Com- 
mon Law of England from the Law Merchant. 

Gerard de Malynes in his Lex Mercatoria has given 
us the first full account of the Law Merchant in Eng- 
lish;* but he makes no reference to the assignability 
of the bill of exchange, or to the terms ‘‘to order” and 
“to bearer.” * Between 1622, when this important 
treatise was first published, and 1651 it had apparently 


4. A History of English Law, vol. viii (1925), chap. 4. 

5. The origin of negotiable instruments in England is examined in 
Goodwin v. Roberts (1875), 10 L. R. Ex. 337 et seq. 

6. The various stages in this change can be followed in Oaste v. Taylor 
(1613), 2 Croke, 306; Edgar v. Chute (1663), 1 Keble, 592 and 636; 
and Sarsfield v. Witherby (1686), Carth., p. 82. See Chief Justice 
Treby’s remarks in Bromwich v. Lloyd (1696), 2 Lutw. 1585; and 
Chitty, op. cit., p. 28. 

7. Assignability is one of the three main characteristics of nego- 
tiability. It was not until the eighteenth century that the other two 
characteristics, consideration and ‘the acquisition of a good title by a 
bona-fide holder for value, irrespective of any defect in or want of a title 
on the part of the assignor,”’ were fully recognized by the courts of Com- 
mon Law. See Holdsworth, op. cit., viii, 140-146 and 163-168. 

8. For modern accounts of the Law Merchant, see Comyns, op. cit., 
v; W. Mitchell, An Essay on the Early History of the Law Merchant 
(1904); T. E. Scrutton, General Survey of the History of the Law Mer- 
chant, Essays A. A. L. H. (1909), iii, 7-15; and Holdsworth, op. cit., vol. 
viii, chap. 4. 

9. There is, however, evidence to show that the clause ‘‘to order,’’ or 
“‘to assigns,’”’ appeared in bills of exchange before the time of Malynes. 
In I. B., The Merchants Avizo, for example, published in 1607, p. 53, a 
specimen copy of a bill dated 1589 contains the clause “or his assigns.” 
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become common in England to transfer by indorsement 
bills of exchange payable to order. A perusal of the 
treatise of John Marius, a London “publike notary,” 
entitled, Advice concerning Bills of Exchange, clearly 
shows this. In his first edition, dated 1651,? Marius 
gives a specimen of a bill made payable to X or assigns,* 
and in his second edition, 1655,‘ of bills payable to X 
or order,® and to X or assigns, together with copies of 
actual assignments, ‘“‘which many times,” he states, 
“especially in out-land Bills are three and four upon a 
Bill.” ® 

The increased importance of the bill of exchange 
in England before another thirty years had elapsed is 
strikingly reflected in John Scarlett’s Stile of the Ex- 
changes” (1682), a far more detailed book than the 
Advice of Marius. Scarlett, a ‘‘merchant of the East- 
land Company,” devotes twenty-five chapters of nearly 
200 pages exclusively to the bill of exchange, and one of 
these deals with the negotiating and indorsing of bills 
made payable to order. ‘‘When the Endorsement is 
made payable to order,” he states, ‘“‘he to whom it is 
endorsed as payable may again endorse it and so may as 
often be endorsed as there is room on the Bill for en- 
dorsements.”’ ® 


1. “A very good book” — Chief Justice Holt in Ward v. Evans (1702), 
2 Salk. 442. 

2. B. M., E. 1397. c. 24. 3. Pages 44, 45. 

4. B. M., 1139. ©. 24. 

5. Pages 26-35. Marius also refers on pp. 54 and 55 to bills of ex- 
change payable to X or bearer. 

6. Page 45. 7. B. M., 510. a. 27. 

8. Page 55. See also C. Molloy, De Jure Maritimo et Navali (1676), 
B. M., 502, e. g, chap. 10, section xxxviii: “Of Bills assignable over 
according to the Customes of Merchants, what operation in England.” 
E. Hatton, The Merchant’s Magazine (4th ed., 1701), gives the following 
particulars: “If you pay a Debt with a Bill [of Exchange] that is payable 
to you or order you must first write your Name on the back side of the 
Bill; which is Assigning it, as practised among Traders. But if you pay 
a Debt with a Note payable to such a one or Bearer, then you only 
deliver the Note” (p. 203). 
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It is evident from the Advice of Marius, from the 
Stile of Scarlett, and also from certain important mer- 
cantile cases which appear in the Law Reports, that in 
the second half of the seventeenth century the bill of 
exchange payable to order was freely transferred from 
one person to another by indorsement and delivery, and 
that the practice of repeated indorsements had become 
customary.’ 

In the second half of the seventeenth century, also, 
another type of bill of exchange, the “‘inland”’ bill, was 
used with increasing frequency. This was a bill drawn 
by and upon persons resident in England’ and, like the 
“‘outland”’ or foreign bill, was made payable to X only, 
to X or order, and to X or bearer. Not long after its 
appearance it became customary under the Law Mer- 
chant, and shortly afterwards under the Common Law, 
to assign the inland bill payable to order by indorse- 
ment and delivery, because it was regarded as the same 
class of instrument as the outland bill payable to order.? 
This development was followed by the promissory note 
payable to X or order also being recognized, first by the 
Law Merchant and then by the Common Law, as 
assignable by indorsement and delivery,’ but there was 
a great deal of controversy in the courts before all types 
of promissory notes were placed on a negotiable basis 
by Act of Parliament in 1704.4 

9. See Carter v. Downich (1686), Carth., p. 83; Jordan v. Barlow 
(1701), 2 Salk. 67. 

1. Defined by Chief Justice Treby in Bromwich v. Lloyd as a bill 
“between merchants trading one with another here in England.” See 
8 & 9 Wm. III, c. 17 (1698). 

2. In Carter v. Palmer (1701), 12 Mod. 380, Chief Justice Holt de- 
clared that “inland bills were not known till trade grew to a height, and 
when they obtained, they received the same law with outlandish bills.” 
See also Marius, op. cit. (2d ed.), p. 45. For a clear ruling on the assign- 
ability of bills of exchange payable to X or order, see Jordan v. Barloe. 

3. Williams v. Williams (1693), Carth., p. 269; Nicholson v. Sedgwick 


(1698), 3 Salk. 67; Carter v. Palmer; Jordan v. Barloe. 
4. 3 & 4 Anne, c. 9 (1704). 
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Outland and inland bills of exchange and promissory 
notes payable to X or bearer were not recognized as 
assignable by the Common Law courts of Stuart Eng- 
land.’ When inland bills were first used in England is 
not known, but they are referred to by Marius in the 
second edition of his Advice, which treatise, he informs 
us, is “‘the Crop of foure and twenty years experience 
in my imployment in the Art of a Notary publicke, 
which I am, and do yet practice at the Royall Exchange 
in London both in Inland and Outland Instruments.” ° 

This statement of Marius is evidence of the use of 
inland bills in England as early as 1631, eleven years 
before the outbreak of the Civil War. Their appear- 
ance in the Common Law courts is shown by a declara- 
tion of Chief Justice Holt. ‘‘I remember,’ he states, 
“‘when actions on inland bills did first begin.””” Edgar 
v. Chute, 1663, is the first case in the Law Reports 
which clearly relates to an inland bill, and there is no 
doubt that inland bills both to bearer and to order were 
in frequent use in England in the years immediately 
following the Restoration. 

Side by side with, even as it were under cover of, the 
inland bill of exchange, the promissory note developed 
into a negotiable instrument. The emergence of assign- 
ability in this instrument was apparently due to the 
confusion between these two forms by the later Stuart 
lawyers, for both notes and inland bills are frequently 
referred to as bills of exchange in the Law Reports of 
the period, a confusion which was dealt with by Lord 
Mansfield in Grant v. Vaughan, 1764. Therefore, as it 

5. Horton v. Coggs (1691), 3 Lev. 259; Hodges v. Steward, 3 Salk. 


68; Bank of England v. Newman (1699), 1 Ld. Raym. 42; Carter v. 
Palmer. 

6. Marius, Advice, etc., preface. 

7. Buller v. Cripps (1704), 1 Salk. 130. Holt was admitted to the 
Bar in 1663. 
8. 3 Burr. 1516. 
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was originally thought that there was no real difference 
between the promissory note to order and the inland 
bill to order,’ it is easy to understand why the former 
was regarded as negotiable under the Law Merchant. 
In 1704 Holt declared, in Buller v. Cripps, that two of 
the most famous merchants in London had informed 
him that they looked upon promissory notes as bills of 
exchange, and that during the previous thirty years 
they not only frequently “transferred and indorsed”’ 
such notes as bills of exchange, but also ‘‘bonds for 
money.” ? 

The promissory note was popularized during the last 
two decades of the Stuart period by the goldsmith 
bankers, and in its engraved form by the Bank of 
England. It is thus not surprising to find cases relating 
to this note becoming more frequent in the courts in 
the closing years of the seventeenth century and the 
early years of the eighteenth; and in the nineties of the 
former century the promissory note to order was actu- 
ally recognized as assignable by indorsement in the 
courts. In Williams v. Williams, 1693, it was held that 
a promissory note to order could be transferred by re- 
peated indorsements, and that the “‘Custom of Mer- 
chants” concerning bills of exchange was but part of 
the Common Law of which the judges would take notice 
ex officio.? 

There was no ambiguity about this decision. Promis- 
sory notes were legally acknowledged to be bills of ex- 
change, and, therefore, such notes payable to order were 
negotiable instruments. This held good until Holt, who 
was bitterly opposed to the goldsmith bankers, reversed 


9. See W. Cranch, Promissory Notes before and after Lord Holt, 
Essays A. A. L. H., iii. 

1. 1 Salk. 130. 

2. Carth., p. 269. See also Carter v. Downich. 
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it in Clerke v. Martin,’ in 1703, by declaring that a 
promissory note was not a bill of exchange, a decision 
which undoubtedly resulted in the act of the following 
year which made all kinds of promissory notes nego- 
tiable. 

Under the Law Merchant, cheques‘ also, it would 
appear, were regarded from the outset as bills of ex- 
change, and the earliest surviving specimens drawn on 
an English banker were used in connection with the 
private banking of the goldsmiths. These specimens 
are simply ordinary slips of paper containing a written 
order or demand addressed to the banker by a person 
having money in the banker’s custody, to pay the sum 
specified thereon to an individual only, to an individual 
or order, or to an individual or bearer. The oldest belong 
to the seventies of the seventeenth century,’ and one 


3. 1 Salk. 129 and 363. Chief Justice Holt declared in this case that 
& promissory note payable to X or order or to X or bearer made by a 
goldsmith or other person was not a bill of exchange, “that the main- 
taining of actions upon such notes were innovations upon the rules of 
Common Law, that it amounted to the setting up of a new sort of 
speciality unknown to the Common Law, and invented in Lombard 
Street, which atiempted in these matters of bills of exchange to give 
laws to Westminster Hall, and that the continuing to declare upon these 
notes upon the Custom of Merchants proceeded from obstinacy and 
opinionativeness.”’ 

In the previous year, 1702, in Ward v. Evans, Holt said: “I am 
always of opinion and always was (notwithstanding the noise and cry 
that it is the use of Lombard Street, as if the contrary opinion would 
blow up Lombard Street) that the acceptance of such a note is not 
actual payment. . . . For when such a note is given in payment it is 
always intended to be taken under this condition, to be payment if the 
money be paid thereon in convenient time.” See also Anonymous (1702), 
12 Mod. 517. See Holdsworth, op. cit., viii, 175, upon the conclusions of 
Holt. 

4. For the evolution of the term cheque, see the N. E. D. 

5. Messrs. Child’s oldest cheque is dated May 17, 1670, and this ap- 
pears to be the earliest surviving English cheque. 

M. Phillips, Bank Note Collecting, Connoisseur, v, 38, refers to a 
facsimile of a cheque drawn upon Smith’s of Nottingham, dated 1705, 
which he regards as the earliest known provincial cheque. 
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of these, dated 1676, drawn on Richard Hoare, a well- 
known Cheapside goldsmith, is worded thus: ° 
June 11% 1676. 
M’* Hoare. 
pray pay to the bearer hereof M’ Will Morgan 
Sifty four pounds ten shillings and ten pence and take 
his receipt for the same. 
your loving friend 
Will Hales. 
£54. 10. 10. 
ffor M* Richard Hoare 
at the golden bottle in 
Cheapside. 

Curious developments of the preceding form are the 
double’ and the sealed * cheque, both of which appeared 
before the end of the seventeenth century. The latter 
was sealed by the drawer, usually in the lower right- 
hand corner, evidently as a precaution against forgery, 
while the former has two cheques on one slip. 

These early cheques drawn on goldsmith bankers 
resemble the still earlier demand notes drawn on the 
Exchequer, which were in frequent use throughout the 
seventeenth century. The latter were notes made by 
persons, such as government officials, or pensioners, 
who had claims on the Exchequer, and who, as we have 
just seen, were paid by means of debentures; and like 

6. From the collection of Messrs. Hoare, 37 Fleet Street, London. No 
cheque books were issued by the bankers at this time, therefore these 
early specimens do not possess counterfoils. They all, however, have 
the name of the payee indorsed on the back. An interesting indorse- 
ment of this nature in the possession of Messrs. Child is that of Titus 
Oates, on the back of a cheque for £50 drawn by the Duke of Bolton 
“unto ye Reverend Doctot Tytus Oates or his ord'.” 

7. Two different cheques on one slip. Specimens dated 1688 are pre- 
served in Child’s Bank, 1 Fleet Street, London. In 1923 this historic 
bank amalgamated with Messrs. Glyn, Mills & Co. 


8. Specimens dated 1689, 1715, 1717, and 1722 are among Messrs. 
Child’s collection. 
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the earliest cheques, these demand notes begin with 
the name of a person, — an Exchequer official, usually 
a Teller, — followed by the phrase, ‘“‘Pray pay,” or a 
variant of this, such as ‘‘I pray you deliver.”’ The sur- 
viving specimens show that sometimes they were simply 
notes by means of which servants were able to draw 
money at the Exchequer on behalf of their masters, that 
sometimes they were made out to persons other than 
servants, and that sometimes they were assigned by in- 
dorsement.® It is, of course, quite possible, altho there 
is no evidence to this effect among the surviving speci- 
mens, that they were sometimes assigned to a goldsmith 
banker as securities for loans. The following (page 392) 
is a copy of a pre-Civil War specimen, dated 1634. ! 

The demand note upon the Exchequer must be dis- 
tinguished from another Exchequer device, which after 
1660 was regularly used until 1834. This was the Audi- 
tor of the Receipt’s note, already referred to, indorsed 

9. There are many surviving specimens of these demand notes, dated 
1662 to 1665, addressed, ‘Mr. Squibb,”’ a Teller of the Exchequer. 
P. R. O., Recs. Ex. R., E 407/123. A specimen, dated 1674, addressed to 
“His Majesty’s Tellers,”’ contains an indorsement in which the original 
payee has made out a fresh demand note authorizing payment to an- 
other person. Ibid., E 407/125. Other specimens contain assignments of 
the following form on the note: X (the original payee) his Ass"* to Y 
(and the date). Ibid., E 407/123. 

1. From P. R. O., Recs. Ex. R., E 407/123. Falconbridge was “Re- 


ceiver General of the Public Revenue.” This may be compared with the 
following excellent example from Ibid., E 407/125: 


The 29% June 1679. 
Mr’ Thomas Vernon. 
I pray pay to M* David 





Loggan the sum of sixty two 

pounds tenn shillings due to lxij** x* sixty 
me by Debentur directed upon two pounds tenn 
you for the said séme shillings. 

and his discharge shall bee sufficient 


Sor the same witness my hand. 
Lucas. 
Witness. 
Robert Squibb. 
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Mr ffalconbridge. 
I pray you pay unto this bearer M* William 
Hawkins the some of ffive pounds of lawfull money of England 
out of the first some or somes of money that now are or hereafter 
shalbe due issuing and payable unto mee out of his Ma*‘* 
Excheq’. And this therefore with his acquittance testifying the 
recetpt thereof shalbe yo" sufficient warrant and discharge. Dated 
this zavi* day of ffebruary Anno Dni 1634 and in the tenth 
year of his highness Raigne. 
Robert Wood. 

Subscribed in the presence of 

John Wyche. 

Godf. Austinson. 


on payment orders issued by the Exchequer, which 
gave a Teller authority to pay, or part pay, the order, 
together with the interest due upon the sum which the 
order represented. 

Many seventeenth-century examples of these indorse- 
ments are still extant. They all begin with the name of 
a Teller and the words, “‘I pray pay,” after which is 
specified the amount to be paid and the branch of the 
revenue out of which the payment was to be made. 
This is followed by the Recordatur and the signature of 
the Auditor. The following? is a copy of an example 
dated 1690, the wording of which may be compared 
with the specimen already given which appears on Sir 
Thomas Player’s repayment order: 

Mr’ Villers. I pray pay viij*' in full of the Princip 
and xviij' ij* xi* for the interest thereof to the 13 of Nov 1690 
in full 3 mo 27 d out of 2s Aid. 
14 Nov 1690. 
Recordatur xiiij die November 1690 viii* : Villiers in plen 
Solutione mutui pred. 
xxvii; 15° xi? 
Exam. R. Howard. 

2. From P. R. O., Recs. Ex. R., E 404/619. 
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It will thus be seen that both these types of note 
served to the Tellers of the Exchequer of Receipt as 
cheques serve to a banker, and when paid and re- 
ceipted they were retained by these officials until their 
accounts were checked by the Auditor of the Receipt, 
who afterwards took charge of them. The earliest sur- 
viving cheques drawn on goldsmith bankers are also 
addressed by name, and as in the notes just described, 
usually begin with the words, “‘Pray pay.” But the 
earliest cheques on bankers are dated at least forty 
years later than what appear to be the earliest surviv- 
ing demand notes upon the Exchequer, and ten years 
later than the earliest extant examples of the Auditor’s 
notes indorsed on the payment orders. Therefore, as 
there is no reason to think that the customers of the 
goldsmith bankers were not acquainted with both these 
Exchequer devices—in fact, there is a great deal of evi- 
dence to show that they were very well acquainted with 
the second one—itseemsalmost certain that these notes, 
particularly the one used by the debenture-holding offi- 
cials and pensioners of the government,’ were the im- 
mediate precursors of the modern English cheque. 

While the arguments with reference to the nego- 
tiability of promissory notes were gaining in intensity in 
the English courts of Common Law, the Treasury Lords 
in the last decade of the seventeenth century repeated 
what was virtually the fiduciary order expedient of 
Charles II by circulating Exchequer bills,‘ ‘‘indented 
bills of credit’’ as they were originally termed,* which 


3. This type must be distinguished from the sealed letter or power 
of attorney, already mentioned, which gave authority to the maker’s 
representative to receive money on behalf of the maker. The surviving 
seventeenth-century specimens show that these letters were frequently 
used in connection with payments by the Exchequer, and also in connec- 
tion with payments made by merchants and others. 

4. Issued in anticipation of public revenue such as the land tax. 

5. P. R. O., Recs. Ex. R., Exchequer Bills, Warrants and Contracts, 


E 406/207, fol. 1. 
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helped to fill the gap in the currency caused by the 
Recoinage of 1696-99. One of the earliest warrants 
for their issue states that they were to be signed by Sir 
Robert Howard, the Auditor of the Exchequer of Re- 
ceipt, ‘“‘sealed with a publique seal,’”’ and issued to the 
Tellers of the Exchequer, who were authorized, upon 
money being advanced “‘to their hands by any person 
or persons upon y°® credit of any such bills . . . to 
deliver to such person or persons respectively such bill 
or bills for y® same to the amount of the moneys so 
advanced in principall.”’* The first issue to a member 
of the outside public was made by Thomas Howard, 
First Teller of the Exchequer, on July 14, 1696,’ and 
from this date they became a regular and permanent 
feature of English public finance. 

Specimens of some of the original issues still survive. 
The earliest of those preserved in the Public Record 
Office’ are narrow printed slips of the following form: ° 


6. P. R. O., Recs. Ex. R., E 406/207, fol. 1. Copy of Warrant for 
issuing Exchequer Bills of Credit, dated July 16, 1696, addressed to Sir 
Robert Howard, and authorizing him “to make and prepare’”’ bills to 
the value of £40,000; to take care ‘‘that the counterpart of the said 
bills . . . do remain for trying the truth of the original bills”; and “‘to 
deliver forthwith” £10,000 in bills to each of the four Tellers, ‘taking 
their receipts for the same.’’ The original warrant is signed by Godolphin, 
Littleton, Smith, and Montague. 

7. On this date a total of £5,250 was issued in Exchequer bills to Ed- 
ward Pauncefort ‘‘forso much money advanced by him oncredit thereof.”’ 
P. R. O., Recs. Ex. R., Certificates of Exchequer Bills, E 406/89. 

8. P. R. O., Recs. Ex. R., E 407/134 (2). This parcel of documents 
contains about three dozen of the earliest Exchequer bills of various 
forms and sizes. The three earliest are dated April 26, 1697, and they 
were “cancelled on the 2, 3s Ayd” on February 15, 1702|3]. Two of 
these are for £10 and carried 4d a day interest, the other is for £5 and 
carried 3d a day interest. Each has several indorsements. 

9. This may be compared with the wording given by the diarist of 
the day, Narcissus Luttrell, in A Brief Historical Relation of State 
Affairs from September, 1678, to April, 1714, who states, under July 23, 
1696, that the “form” of the bill “is as followeth; num 411, exchequer 
July 18. 96. By vertue of an act of parliament past in the 8th of his 
majesties reign this bill intitles the bearer to 101 with interest at the 
rate of 3d per cent per diem, payable at the receipt of the exchequer on 
demand.” Unfortunately, Luttrell does not describe the bill. 
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As there was more than one issue of Exchequer bills 
between 1696 and 1700, and as certain additions were 
made to the law relating to them, the earliest specimens 
are of various forms and sizes. Another 1697 speci- 
men,! for example, reads thus: (see page 395, No. 1). 

The above specimen contains several indorsements 
which show that the bill passed frequently from hand 
to hand. Rapidity of circulation can also be seen from 
the indorsements on several of the other surviving early 
specimens.’ It is thus evident that these bills were very 
popular with the general public,* and that they were 
invaluable negotiable instruments during the trying 
period of currency stringency. ‘‘I have always held,” 
declares Dr. Shaw with reference to these bills, ‘‘and am 


1. Taken from B. M., Additional MS., 31,025, Exchequer Bills, 
1697-1720. This specimen was not cancelled until February 15, 1702. 

2. The first issue of Exchequer bills was made in 1696, under the au- 
thority of a section of 7 & 8 W ITI, c. 31 (1696), the act which established 
the ill-fated National Land Bank. New duties were imposed on salt, 
and borrowing on these was authorized up to £2,564,000, either by tallies 
and orders of repayment at 7 per cent, or by bills of credit up to £1,500,- 
000 — the bills to bear interest up to a maximum of 3 pence per cent per 
diem, and to be payable on demand at the Exchequer. There was, how- 
ever, no provision in this particular act that the bills were to pass as 
legal payments for taxes. The act 8 W III, c. 6 (1696), rectified this 
omission, and tho this act contained no provision for any interest on the 
bills, it authorized a second issue of £1,500,000. The second Bank Act — 
8 & 9 W III, c. 20 (1697) —authorized interest at 5 pence per cent per 
diem, and under section 66 of this act the Commissioners of the Treas- 
ury were allowed to “covenant with any person or persons”’ for exchang- 
ing and circulating the bills and to offer 10 per cent on any sums 
advanced for this purpose. The whole of the second £1,500,000 was circu- 
lated, — beginning on April 26, 1697, — chiefly in £5 and £10 bills, but 
the first issue — begun on July 14, 1696 — amounted to only £159,169. 
The above specimens, therefore, belong to the second issue. There do 
not appear to be any surviving examples of the first issue. 

It was not until the early years of the eighteenth century that the 
Bank of England was officially concerned with the issue of these bills, — 
see § Anne, c. 13 (1707); 7 Anne, c. 7 (1708); 7 Anne, c. 8 (1708); 9 
Anne, c. 7 (1710); 12 Anne, c. 11 (1713), — tho previous to this it had 
assisted in their circulation. (P. R. O., Recs. T., Treasury Minute Books, 
T 29/9, fol. 123, minute dated April 19, 1697). 

3. See Macaulay, History of England (1858 ed.), iv, 700. 
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prepared to maintain that they were, in very deed, a 
subsidiary negotiable paper money standing side by 
side with and supplementing the note issue of the Bank 
of England.” 4 

But the Exchequer ‘“‘indented bills of credit”? were 
not the only form of paper currency which gained the 
confidence of the Englishman in the closing years of the 
seventeenth century. They had been preceded in 1694 
by two other forms of money — the Bank of England 
promissory note and the Bank of England sealed bill; 
and it is not generally known that the Bank of England 
actually issued five different types of paper notes during 
its first six years.°® 

These five types are the sealed bill, the ‘‘running 
cash,”’ or promissory, note, the ‘‘accomptable note,” 
the ‘‘lettered note indented on marbled paper,” and 
the ‘“‘specie note.” Of these, the Bank’s promissory 
note is still a most important element in the English 
currency system, and, since the absorption by Lloyds 
Bank in 1921 of Messrs. Fox, Fowler & Co., the last of 
the English provincial issuing banks, is the only bank 
note now issued in England. 

The sealed bill was the most important form of cur- 
rency issued by the Bank of England in the early years 
of its history. The issue of such a bill was duly au- 
thorized in the act which established the Bank,® but 
there is no reference in this act to the issue of different 
types of notes. 


4. The Treasury Order Book, op. cit. 

5. It must also be remembered that other banks functioned in Lon- 
don during this period. Such were the Orphans’ Bank under the juris- 
diction of the Chamberlain (Treasurer) of the City of London, the 
Million Bank, and the notorious land banks. There is evidence to 
show that the Orphans’ Bank and at least one of the land banks issued 
notes or bills. In addition, of course, the goldsmith bankers issued their 
own promissory notes. 

6. 5&6 W &M, c. 20, section 26. 
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Bank sealed bills, which were printed,’ assignable by 
delivery and indorsement,® interest-bearing, and pay- 
able to bearer,’ were largely used in the transactions 
with the Exchequer, particularly in connection with the 
loan of £1,200,000 which under its charter the Bank 
advanced to the government. The greater part of this 
loan was paid into the Exchequer of Receipt in Bank 
sealed bills, usually of the value of £100 each, and 
‘running cash” notes.? There are no surviving speci- 
mens of the earliest sealed bills in the Bank’s valuable 
collection of paper money. 

The Bank’s “‘running cash’’ note resembled the gold- 
smith’s note. Like the latter it was originally a deposit 
receipt in the form of a promissory note upon which 
part payments were indorsed, and it was, in the first 
instance, made payable to an individual or bearer on 
demand. It appears to have been the forerunner of the 
modern Bank note; for two brief periods it carried in- 
terest; and with the exception of a few months in 1695, 
when the “‘lettered notes indented on marbled paper” 
were circulated, it was issued in its original form until 
about 1730. 


7. The earliest Court Minute Books of the Bank of England (which 
in succeeding footnotes will be referred to as C. M. B., Lib. A, B, C, or 
D) contain numerous references to these bills and to their preparation. 
E. g., “That M* Staresmore print 1500 Bank-bills more.” C.M.B., 
Lib. A, August 8, 1694. 

8. 5&6 W & M, ¢. 20, section 28. 

9. Originally 2 pence per cent per diem. Later, as the Bank gained in 
strength, they were issued without interest. “That 200 Bank-bills with- 
out interest made out and dated 12th September last be sealed by 
the Committee in writing,” states a minute dated October 19, 1698. 
C. M. B., Lib. C, fol. 121. 

1. See Anonymous (1698), 1 Ld. Raym. 738; and Anonymous (1699), 
Holt, p. 118. 

2. The C. M. B. show that the loan of £1,200,000 was advanced to 
the government in installments between July 27, 1694, the date of the 
Bank’s charter and December 19, 1694. The last installment of £44,- 
335. 18.9 was paid in “running cash’’ notes on the latter date. 




















EVOLUTION OF PAPER MONEY IN ENGLAND 399 


It is probable that the very earliest promissory notes 
issued by the Bank were entirely written. The two 
earliest specimens in the Bank’s collection are printed, 
and dated 1699; but even after this date written promis- 
sory notes were issued, for a minute dated August 21, 
1700, states that the cashiers were authorized ‘‘to make 
Bank notes of their own handwriting on Bank paper 
payable to order for any sums and to such known persons 
as shall desire them.” * It is quite possible, however, 
as this appears to be the first reference to such notes 
payable to order, that up to 1700 only notes to bearer 
had been issued, and that, as at this time these were 
all printed, the first new notes to order were written. 

The following is a copy of the better preserved of the 
two 1699 promissory notes: 

(Britannia 27 Aprill 

Medallion] J.V 
No 104. 


I promise to pay to M* Daniell Denny or 
Bearer on demand the Summe of One Hundred and 


Sifty pounds eight shill and 8d _______ London the 
24 day of January 1699. 
30:16:8 “16: 4 For the Gov' & Comp* 
Eo Tg P6180: 10:8 Meet of the Bank of England 
160: 8:8 John [Wase] « 


3. C. M. B., Lib. D, fol. 21. 

4. This specimen has many interesting features. The entry in the 
top right-hand corner is probably the date when the note was finally 
paid, together with the initials of the official who made the final payment. 
The £130. 16. 8 and £19. 12.0 appear to be part payments to persons of 
the names of Atwill and Slone. The sign £ is engraved. ‘The stages in 
the development of this part of the Bank note are of peculiar interest. 
At first, only the sign £ was engraved, with no indication of the amount. 
About 1730, £ with one figure limited by hyphens appeared: e. g., £5 =, 
for £50 to £59 notes. “Sum blocks” were not introduced until 1743, 
and cashiers could still add to the amount in the block until 1809, when 
the complete note was engraved except the signature. The early medal- 
lions are very crude and the design was altered on at least three occasions 
between 1694 and 1702. 











400 QUARTERLY JOURNAL OF ECONOMICS 


The ‘‘accomptable note” was really a type of deposit 
receipt, and is therefore not strictly a Bank note, the 
words “I promise to pay” being absent. The only 
specimen preserved in the Bank is damaged and worded 
thus: 

London y* 10% June 1697. 
Received of Capt Basill Percy 
forty seaven pounds five shillings 
current money. 
for which I promise to be accountable. 
li For the [ This part 
47. &. 0 of the } ee 


Early in the eighteenth century a new type was in- 
troduced, a note “‘made on Bank paper” in which the 
Bank promised to be ‘‘accomptable”’ to an individual 
or bearer on demand, of the following form:® ‘“‘Re- 
ceived of. for which I prom- 
ise to be Accomptable to him or Bearer on demand. 
For the Governor and Comp* of the Bank of England.” 

[Signature] 





Running cash and accountable notes thus functioned 
in connection with the withdrawing of deposits. The 
accountable note, which originally was not transferable, 
was held by the depositor in order to enable him to 
draw on the Bank by means of his own demand notes or 
cheques, sums thus withdrawn, or paid by this means 
to the customer’s creditors, being indorsed on the note; 
but tho a new form of this note was decided upon, its 
use declined after the introduction of the Bank’s official 
pass-books in 1696. Running cash notes payable to 
bearer, and to order, appear to have been regarded by 
the Bank and its customers from the time they were 
first issued as assignable by delivery. Promissory notes 


5. C. M. B., Lib. D, fol. 90, August 20, 1701. No specimen survives. 
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payable to order were, as we have seen, recognized, a 
year before the Bank’s foundation, by the courts of 
Common Law, and much earlier by the Law Merchant, 
as also assignable by repeated indorsement; but the 
Bank’s note to bearer, being of the same class as the 
mercantile or goldsmith banker’s note to bearer, was 
not legally acknowledged as assignable until the Act 
of 1704. 

In 1695 the “lettered note indented on marbled 
paper” was introduced. This innovation was not only 
an attempt to improve the running cash note but was 
also a deliberate scheme to evade that section of the 
act which authorized the issue of sealed bills up to a 
maximum value of £1,200,000. It was, therefore, a new 
type of promissory note, and tho large numbers were 
printed — ranging in value from £5 to £100 — the 
actual issue was a small one. 

Lettered notes were first issued on May 1, 1695, but 
on August 14 of the same year, upon notice being given 
to the directors of the appearance of a counterfeit 
specimen, the issue was stopped. They were of the fol- 
lowing form:* ‘‘Wee promise to pay the Bearer of this 





Indented note the summe of_________—~— pounds on 
demand. London the me of. 3p __.; 
for the Governor and Company of the 





Bank of England.” 

As a result of the monetary stringency caused by the 
recoinage of 1696-99 the Bank issued specie notes, and 
there are many references to these notes in the early 
Court Minute Books, but no specimen survives. They 
are first mentioned on June 23, 1696.7 ‘‘ Whoever,” 
states a minute of this date, “‘shall bring in Guineas or 
milled money shall have a Note to have the same repaid 
on demand in the same specie in the following form viz.: 
6. C. M. B., Lib. B, fol. 19. 7. C.M.B., Lib. B. 
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Received of A.B., the day of the 
sume of. in milled money (or in Guineas, 
as the case is) which I promise to repay on demand in 
the same specie.”’ 

In July, 1696, it was authorized that these notes were 
to carry interest at 6 per cent per annum and that they 
were not to be issued for less than £50. Later, however, 
they were issued for lesser sums, and also with lesser 
rates of interest, such as 43 and 3 per cent, and, finally, 
without interest. 

Like the accountable notes, they were given as re- 
ceipts, not only for coin, but also for the Bank’s sealed 
bills, for tallies, for bills of exchange, and for ‘“‘good’”’ 
goldsmiths’ notes. They differed from the earliest ac- 
countable notes in being transferable, and, originally, 
in carrying interest, while early in the eighteenth cen- 
tury they were issued as fiduciary notes to the Bank’s 
creditors. When presented for payment at the Bank, 
they were often paid in part, and the part payments 
indorsed on the note. Interest was sometimes paid 
separately, but the holder could always demand pay- 
ment of both interest and principal. The Bank in- 
variably kept ‘‘a considerable sum constantly in cash 
to answer ye specie notes.’”’ When the notes were 
issued in return for deposits of guineas, they were pay- 
able only in guineas; hence they were often termed 
‘‘ guinea notes.’’ ® 

Finally, mention must be made of the ‘bankers’ 
annuity order,” a type of payment order which arose 
out of Charles ITI’s huge debt to the goldsmith bankers. 

8. Some idea of the extent of the Bank of England’s issues of paper 
money during the first two years of its history may be formed from the 
statement of accounts drawn up by Thomas Mercer, the “first ac- 
comptant,” and presented to Parliament on December 4, 1696. C. J., 
xi, 614. On December 10, 1696, Sir John Bolles reported to Parliament 


that of the total of bills and notes outstanding £68,669. 6. 1 was in specie 
notes. Ibid., xi, 622. 
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In 1677, five years after the ‘“‘Stop,”’ Charles authorized 
the payment of 6 per cent interest to the bankers, which 
they had to distribute pro rata among their numerous 
depositors whose money had been advanced to the 
King. Thus we have a large number of bankers’ assign- 
ments in the late seventies and in the eighties of the 
seventeenth century.® Sir Robert Vyner, the greatest 
of the government’s creditors, for example, was granted 
£25,003.9.4 per annum as interest on his debt of 
£416,724. 13. 14,! and this he assigned, almost invari- 
ably in small sums, to his many depositors.” It was in 
this way that the creditors of the goldsmith bankers 
became the first investors in the English national 
debt.* 

When each individual banker had duly assigned to 
his own creditors their shares of the annual grant, 
which the said banker received as interest, these credi- 
tors obtained from the Exchequer an order, together 
with a tally, for the sum assigned, which they presented 
for payment at the Excise Office, and the Records of the 
Exchequer of Receipt show that such “‘ Exchequer orders 
commonly called bankers’ annuity orders’ were fre- 
quently assigned by indorsement in the presence of one 


9. A large number of detailed records of these assignments kept by 
Exchequer officials are contained in P. R. O., Recs. Ex. R., E 406/1-26, 
Assignment Books (Goldsmiths’); and E 406/27-44, Assignment Books 
(Pells’). Brief descriptions and inventories of these will be found in 
Reps. D. K. P. R., rv, App. ii, pp. 166, 167; v, App. ii, pp. 245, 246; v1, 
App. ii, pp. 227-230. 

1. In a special report, presented to the King on February 8, 1677, 
Danby gave the total bankers’ debt as £1,365,733. 9. 74, and the interest 
on this at 6 per cent as £81,944.0.2. This interest was duly paid by 
Charles II until the end of his reign. See Cal. T. B., v, 597-600. 

2. P.R.O., E 406/16-19 relate entirely to the assignments of Vyner. 
The first of these volumes contains records of assignments to over 600 
creditors who were chiefly London tradesmen — clothmakers, haber- 
dashers, skinners, mercers, curriers, grocers, etc. They were nearly all 
“small” depositors, for assignments exceeding £120 are rare. 

3. See Cal. T. B., rv, intro., p. xv. 
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or two witnesses. In fact, there are documents which 
prove that these orders were assigned nearly forty years 
after the system of bankers’ assignments was first intro- 
dueed.* 

Thus by the end of the seventeenth century negoti- 
able paper money was firmly established in England, 
and before the middle of the following century the prom- 
issory notes of the English metropolitan bankers had 
been adopted by the pioneers of banking in provincial 
England.® 

R. D. RicHarps. 
Lonpon. 


4. P. R. O., E 407/125. 

5. I am much indebted to the Governor and Company of the Bank 
of England, Messrs. Child & Co. (Messrs. Glyn, Mills & Co.), and 
Messrs. Hoare for granting me the great privilege of examining the early 
English paper money in their valuable collections, and the documents 
relating thereto. 




















SOME POSITIVE CONTRIBUTIONS OF THE 
INSTITUTIONAL CONCEPT 


SUMMARY 


I. Human nature and economic behavior, 405.— II. An extension 
of scientific method in economics, 408. — III. An enlargement of value 
theory, 417.— IV. Control of distributive shares, 423.— V. The in- 
crease of production, with decreased human costs, 427. — VI. A science 
of consumers’ choices, 430. — VII. The integration of monographic re- 
searches, 434, — VIII. Some old ideals and their present realization, 438. 


I 
Human NATURE AND Economic BEHAVIOR 


In a discussion of the effect of scientific spirit and 
method upon various fields of study, John Dewey re- 
marks: 

Only piecemeal, step-by-step, could the full import of the new 
science be grasped. Roughly speaking, the seventeenth century 
witnessed its application in astronomy and general cosmology; the 
eighteenth century in physics and chemistry; the nineteenth century 
undertook an application in geology and the biological sciences. 

It was said that it has now become extremely difficult to recover 
the view of the world which universally obtained in Europe till the 
seventeenth century. Yet after all we need only recur to the science 
of plants and animals as it was before Darwin, and to the ideas which 
even now are dominant in moral and political matters, to find the 
older order of conceptions in full possession of the popular mind.! 

The slow invasion of moral and political thought by 
science, which Professor Dewey observes, suggests an 
interesting inquiry in the field of economic thought. 
To what extent has economic theory reshaped itself 
under the impact of the spirit and method of related 
sciences? The significance of this question may briefly 

1. Reconstruction of Philosophy (1920), p. 75. 
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be stated by reference to such related sciences as psy- 
chology, biology, and anthropology. 

The economic import of a very large part of modern 
psychology is compactly summarized in the following 
statement by Thorndike: 


Much, perhaps nine tenths, of what commonly passes as dis- 
tinctly human nature is . . . not in man originally, but is put there 
by institutions, or grows there by the interaction of the world of 
natural forces and the capacity to learn.” 


Wesley C. Mitchell was profoundly influenced by 
this proposition and in 1910, discussing the ‘‘Ration- 
ality of Economic Activity,” he attempted to reéxamine 
the whole notion of the motivation of ‘‘the economic 
man.” Again in 1915, under the title ‘‘Human Be- 
havior and Economics,” he took keen interest in the 
proposition that “‘the possibility of reforming human 
nature turns largely on what part of that nature is in- 
herited and hence presumably unchangeable, and what 
part is formed by experience and hence presumably 
capable of modification.” * 

The psychological notion that on the same human 
nature a very wide variety of institutional patterns can 
be grafted, forces economists to reconstruct many of 
their basic conceptions of motivation, choice, pain, 
pleasure, satisfaction, and behavior. 

The profoundly suggestive contribution of psychology 
is reinforced by a doctrine originating in modern biology, 
namely, the theory of the non-inheritance of acquired 
characteristics and the corollary inferences growing out 
of that proposition. This hypothesis of genetics infers 
that each individual has to relearn the entire modern 
cultural pattern from birth, and since he cannot pass on 

2. The Original Nature of Man, p. 199. 


3. Journal of Political Economy, xvii, p. 6; see also pp. 97-113. Also 
Quarterly Journal of Economics, xxix, pp. 1-47. 
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to his descendants by biological heredity any part of 
this pattern, obviously the only chance of modifying 
the behavior of his own or future generations is to mod- 
ify external institutions. Only by this means can a 
human nature which is practically constant from gen- 
eration to generation be heir to a steadily advancing 
economic order. Only by artificial selection of useful 
economic institutions, combined with deliberate elim- 
ination of unfit institutions, can economic theory attack 
the more important economic problems pressing for 
solution. 

Sociology and social psychology have destroyed 
many of the earlier assumptions of independent in- 
dividual rationality, and have emphasized the extent to 
which group behavior determines individual behavior, 
and to which the latter in turn gradually may modify 
group behavior. Sociology especially has stressed the 
interdependence of all institutions and the importance 
of knowing the ways in which they interact; and eco- 
nomics is now seeking to discover its interdependence 
with such institutions as the state, the law, the church, 
the schools, and the sciences. 

The relation of human behavior to standardized folk- 
ways is further clarified by modern cultural anthro- 
pology. Description of the remarkable variety of cul- 
tures imposed upon a relatively uniform original human 
nature has drawn attention to the great plasticity of the 
economic calculus. By a study of parallelism and dif- 
fusion of cultures, anthropology has accounted for the 
resistance of institutions to internal change. Unless 
broken up by catastrophic disturbances or by a mixture 
of unlike cultures, standards of industrial behavior 
tend to persist long after they have outlived their use- 
fulness, and economic axioms tend to dominate thought 
long after they have ceased to be true to life. 
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History itself has broken the boundaries of military 
and political events and has begun to trace the develop- 
ment of social organization, of science, and of ideas. 
The so-called ‘‘new history”’ is one manifestation of the 
influence of the broadening spirit of modern science. 

Altho the above references to related sciences are 
necessarily sketchy, nevertheless they suggest the con- 
vergence of the sciences upon certain basic propositions 
which, taking root in economics, give a truly dynamic 
conception.‘ Doubtless a major reason why economists 
themselves are so much in disagreement nowadays as 
to the proper subject-matter and the proper first prin- 
ciples of their study is that economics is at last under- 
going a real transition under the impact of the spirit 
and method of modern science. Altho the forces at 
work are legion, nevertheless they doubtless have this 
one basic hypothesis in common, namely, that the 
behavior of individuals is standardized by existing in- 
stitutions, and that what commonly appears to be 
intrinsic in human nature, and therefore axiomatic and 
unchangeable, is after all merely a characteristic of 
institutions which have largely outlived their capacity 
to function well. This proposition may at first glance 
seem harmless and unimportant, but when applied 
vigorously in all phases of economic thought, there is 
reason to believe that it points the way to a profound 
reconstruction all along the line. 


II 
An EXTENSION OF ScrentTiIFIC METHOD 
In Economics 
The difficulty of analyzing economic institutions by 
abstract thought or detached reflection has led to an 


4. The emphasis upon objective economic behavior and institutions 
reflects the influence of the physical sciences, which deal primarily with 
objective, commensurable data. 
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attempt to apply new methods of scientific inquiry. 
In a sense, these methods are not new, but are simply 
a matter of greater emphasis upon methods which have 
long been recognized in one form or another. Three 
aspects of method may here be taken into account: 
(1) descriptive or realistic method; (2) quantitative or 
statistical method; (3) historical or genetic method. 

Even the most abstract of the pure theorists made 
some use of observation and description. Consequently, 
description is not in itself a novel device. However, 
description requires to be carried much further than it 
ever was carried by our predecessors. 

The method of description varies somewhat with the 
purpose to be served. Alfred Marshall utilized much 
time in personal visits to factories in order to under- 
stand at first hand the conditions of labor. This prac- 
tice has yielded excellent results when employed by 
students such as Hoxie, Commons, and the Webbs. 
The systematic survey of living conditions has proved 
fruitful in the hands of such workers as Fitch, Kellogg, 
and investigators in the Inter-Church review of the steel 
industry. Government fact-finding commissions, such 
as those recently investigating agriculture and coal- 
mining, frequently collect data not otherwise available. 
Owing to the greatly increased complexity of modern 
life, description must commonly employ statistical 
devices. Our descriptive tools are aggregates, averages, 
frequencies, and probabilities. The technique of collect- 
ing data by questionnaire, by field interview, by com- 
bining numerous sources of original statistical record 
has become an art in itself. Numerous critiques of the 
methods of fact-finding and of arranging and presenting 
the facts so that they may become the basis for careful 
reflection have been written. Proficiency in economic 
description is no longer a matter merely of common 
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sense, but is an acquired skill, with a highly specialized 
technology. 

To amass descriptive data is one thing; to interpret 
the data is another. Mere description provides only 
undigested facts. The assimilation of factual material 
may proceed along various lines. For instance, it may 
consist of testing old theories, with a view to verifying 
or disproving such theories. Thus F. D. Graham con- 
firms certain phases of the theory of international trade 
under dislocated exchanges,* and refutes certain phases 
of the theory of international values under given con- 
ditions; * and David Friday considers that certain no- 
tions of normal profit are disproved by his study of the 
profits data of a series of years.’ Again, use of raw 
facts may result in modification, amendment, or ampli- 
fication of old theories, as witness Viner’s study of 
Dumping, or Secrist’s studies of the representative 
firm in various lines of retail trade. In some cases, it 
will be impossible either to prove or to disprove a 
theory, at least with present material and methods, as 
Taussig found in studying the effect of protection on 
the iron industry.’ But the most important class of 
cases will be those calling for new inference and gen- 
eralization from the facts. This is the field for creative 
work, and will be the final testing ground for much of 
the newer work in economics. In all branches of eco- 
nomic inquiry, there is urgent need for dissolving the 
heterogeneous facts into new hypotheses pertinent to 
the problems confronting us. It is this task which must 
especially challenge the attention of the younger gen- 


5. ‘International Trade under Depreciated Paper,” Quarterly Jour- 
nal of Economics, xxxvi, pp. 200-273. 

6. “‘The Theory of International Values Re-examined,” Quarterly 
Journal of Economics, xxxviii, pp. 54-86. 

7. Profits, Wages, and Prices, 1920. 

8. Some Aspects of the Tariff Question (1915), pp. 156-158. 
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eration of economists. Thus far they have shouldered 
a little of the responsibility. This is the endeavor which 
Commons made in The Legal Foundations of Capitalism 
and which Hamilton made in The Control of Wages. 
Such efforts are all too rare. For every genuine en- 
deavor to cut through the maze of data and think one’s 
way clearly toward the great generalizations which 
alone give facts their meaning, there are hundreds of 
endeavors to amass additional multitudes of facts in 
raw or semi-digested form. As for an endeavor to fuse 
all branches of economics into a unified science, has 
there been any fundamental reconstruction of general 
theory since Alfred Marshall and J B. Clark? ® De- 
scriptive method is not complete until vitalized by 
brilliant generalization and original hypothesis. 
Quantitative, or statistical, method is in many re- 
spects simply a form of description. However, quanti- 
tative method is of such vital importance that it may 
well be considered independently. Quantitative method 
has often been heralded as a device which will put 
economics on a plane with the exact sciences. This 
view is open to criticism. The data of economic study 
lack mechanical uniformity. They contain human 
variables which are not susceptible of exact measure- 
ment. Moreover, even tho it is often possible to obtain 
one or more series of approximately uniform data, there 


are likely to be other equally important series bearing © 


upon the problem which are not available. . The multi- 
plicity of data series in an institutional complex leads 
the statistician to measure what he can, and to make 
certain allowances as a matter of judgment and com- 

9. For instance, R. G. Tugwell, referring to the last generation, de- 
clares: ‘‘With a few exceptions it is a valid criticism of the whole group 
that they created no new theory.”’ See The Trend of Economics (1924), 


p. 410. Exception, however, might be made of the attempted general 
reconstruction of S. N. Patten and J. A. Hobson. 
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mon sense for the incommensurables. Complete exact 
measurement of all the factors in an aggregate economic 
process seems to lie beyond attainment. - 

These difficulties may be illustrated by certain con- 
temporary efforts at quantitative analysis. The Foster 
and Catchings thesis that productive and consumptive 
capacity are not coérdinated in a pecuniary society has 
proved extremely difficult of statistical analysis. Like- 
wise, the phenomenon of installment buying has con- 
tained so many complexities that the random statistics 
on the subject have been decidedly inadequate as a 
basis for judging the financial merits of the question. 
Readers may recall that an officer of the program com- 
mittee of the American Statistical Association three 
years ago made an announcement to the effect that by 
focusing the best statistical minds upon the population 
question, the group hoped to settle controversial ques- 
tions once and for all. The net result, however, was 
a dispute among the population statisticians as to the 
meaning of most of the important series of data pre- 
sented and a renewal of controversy with unabated 
vigor. Agricultural statisticians at the economic con- 
ventions in December, 1926, presented data on farm 
surplus and price deflation, but all the data presented 
could not furnish a definitive solution of the problem of 
handling the farm surplus. These problems, like a great 
many others, are highly complex, and quantitative 
method proceeds with great difficulty where data are 
so complex. 

There is cause for thought in the fact that, up to the 
* present date, nearly all the so-called economic laws ar- 
rived at by statistical induction have to do with the 
business cycle. Fact-finding there has been in other 
fields, but little attempt to formulate new laws of eco- 
nomic behavior. Law in the realm of the business cycle 
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is mainly a matter of correlations, lags, frequencies, 
probabilities. Even here, where more effort has been 
put forth to arrive at law than anywhere else, the pre- 
cariousness of prediction in terms of any existing law is 
known to everyone. Statistical laws as they now exist 
have narrow limitations. They do not duplicate exact 
science. However helpful they may be within limits, 
they do not afford decisive solutions to broad, basic 
problems. 

Quantitative method succeeds best where it can deal 
with a very minute section of life. It succeeds best 
where it is faced with a narrow, specific case, such as 
measuring the seasonal variation in pig-iron production 
or computing the index of prices in a restricted market. 
There are many problems in which statistical method 
is scarcely usable at all. For instance, if one traces the 
legal concepts of property or the common notions of 
laissez-faire, he finds statistics wide of the mark. The 
best thing that can happen for quantitative method is 
an enthusiastic revival of general economic logic. Un- 
less there is such a renaissance of qualitative reasoning, 
quantitative method will soon take on the appearance 
of mere fact-gathering. Hence, friends of quantitative 
method should welcome With special ardor such under- 
takings as J. M. Clark’s study of overhead costs, Moul- 
ton’s analysis of international financial payments,' and 
Cassel’s analysis of foreign exchange under abnormal 
conditions. The revival of pure theory is the hope of 
quantitative method. 

In addition to an extension of both descriptive and 
statistical method, we have an extension of historical, 
or perhaps what might be better called genetic, method. 


1. See ‘‘War Debts and International Trade Theory,’’ American 
Economic Review, xv (December 1925), pp. 700-716. In this article, 
Moulton defends the economic theories implicit in his quantitative 
studies of international finance published by the Institute of Economics. 
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Unfortunately, an avowal of historical method nowa- 
days is likely to be construed as a repetition of the de- 
fects of that method as used by some students in the 
past. Certain critics seem to feel that to brand institu- 
tional concepts as a ‘‘mere philosophy of history”’ is to 
have demonstrated their utter futility. It is true that 
in the hands of some of the adherents of the German 
historical school, history tended to become either an 
encyclopedic description of raw facts or an attempt to 
formulate certain universal laws of development or cer- 
tain absolute economic stages. But it is indeed a narrow 
view which encompasses only the defects of their work, 
and ignores their contribution to inductive method, to 
economic realism, and to an evolutionary interpretation 
of economic institutions. 

It would be unfortunate indeed if the limitations of 
the historical school deterred modern economists from 
utilizing the possibilities of a modern historical ap- 
proach. We need, now more than ever before, careful 
historical analysis of our chief economic institutions. 
Such an institutional history seeks to explain, first, how 
economic processes have developed out of the past; 
second, how they function in the present; and third, 
how they may be modified and controlled in the future. 
Here are three fields of study of equal importance. The 
first stresses historical background, the second stresses 
contemporary development, the third stresses intelli- 
gent direction of future growth. 

With regard to each and every phase of economic 
science, we must ask such questions as the following: 
(1) How did this institution come to be what it is? (2) 
How does it contribute to human uses now? (3) How 
can it be directed to better human uses in the future? 

To make clear the value of such method, it is well to 
cite certain pertinent illustrations. In order to analyze 
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the nature of modern property rights and of the “legal 
foundations of capitalism,” John R. Commons found 
it necessary to undertake the task of “‘digging directly 
out of the court decisions stretching over several hun- 
dred years the behavioristic theory of value on which 
(the judges) were working.” ? J. M. Keynes, in his 
essay on “The End of Laissez-faire,” amply substan- 
tiates his claim that ‘‘a study of the history of opinion 
is a necessary preliminary to the emancipation of the 
mind.” * Veblen, Hobson, Dewey, and others, by trac- 
ing the origins of present forms of workmanship have 
forced a revision of traditional notions of a fixed irk- 
someness of labor, and of a natural pain-cost aversion 
to productive effort.‘ Mitchell, Persons, Cassel, and 
others have made fruitful application of historical com- 
parisons to the theory of business fluctuations. Intel- 
lectual history lessens the dogmatism of our basic no- 
tions of natural rights, private initiative, labor status, 
profit motivation, and social organization. 

One of the most fruitful applications of intellectual 
history is found in the origin of economic theories them- 
selves. Intellectual history of this sort not only shows 
the sequence and accumulation of ideas from one gen- 
eration to another, but also shows the bias, the sym- 
pathy, the prejudice, the unconscious preconception of 
the economists. To what extent, for instance, was 
Adam Smith’s extreme enthusiasm for laissez-faire due 
to his alliance with the commercial interests of incipient 
industrialism? To what extent was Ricardian distribu- 
tion theory a reflection cf Ricardo’s bias as a metro- 
politan stock-broker? To what extent was socialistic 

2. Legal Foundations of Capitalism, p. 1. 
3. Page 16. 
4. In this and many later references, it would be superfluous and 


needlessly confusing to itemize all the published books or monographs 
which might be cited by way of illustration. 
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theory a manifestation of revolt on the part of those 
who suffered from poverty? To what extent was mar- 
ginal value theory merely a defensive reaction from 
Marxian socialism and a glorification of the capitalistic 
status quo? To whiat extent is modern quantitative and 
institutional economics due to the fact that the limited 
bank account of so many contemporary professors gives 
rise to envy of affluence of men in other walks of life? 
To what extend did the World War accelerate this 
academic jealousy, by virtue of the fact that economists 
who were drawn into government and business service 
experienced a taste of lucrative rewards which did not 
lose its influence after their return to academic parsi- 
mony? It is not proposed here to answer all such ques- 
tions, but only to pose them for their suggestive value. 
They should forcefully suggest that to know how every 
man’s ideas happen to originate puts us on guard against 
accepting them as absolute truths or universal dogmas. 

The extension of the various methods of economics — 
descriptive, quantitative, and historical—is but an 
evidence of the tendency of economic thought to absorb, 
in Dewey’s phrase already quoted, ‘‘the full import of 
the new science.”” This tendency is not new, nor is it 
finished. It is interesting to note that in 1885 the found- 
ers of the American Economic Association drew up a 
statement of principles which included the following 


paragraph: 


We believe that political economy as a science is still in an early 
stage of its development. While we appreciate the work of former 
economists, we look not so much to speculation as to historical and 
statistical study of actual conditions of economic life for the satis- 
factory accomplishment of that development. 


In spite of this resolution, the memorable contribu- 
tions of this group of economists were primarily of the 
speculative or qualitative type, which they presumed 
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to disparage. It was not until forty years had elapsed 
that a president of the American Economic Associa- 
tion, Wesley C. Mitchell, read a genuine manifesto of 
quantitative and institutional economics.’ Needless to 
state, the manifesto met formidable resistance on the 
part of a great many of Mitchell’s contemporaries, but 
fundamentally it did state the faith of a very large part 
of the younger generation of economists. 

The developments that have been outlined must 
justify themselves by the test of results. The relation- 
ship stressed by related sciences between human nature 
and economic institutions, and the extension of meth- 
ods the better to analyze that relationship, must achieve 
new knowledge and control or disappear by default. 
What difference does it make whether we use these new 
preconceptions or the old? What difference does it 
make in our answers to specific problems of genuine 
importance? What difference does it make in the real 
contributions which can be added to economic science? 
In order to carry out these inquiries, we may apply 
them to problems pressing for analysis in the four 
ancient categories of economic science, namely, value, 
distribution, production, and consumption. 


III 
An ENLARGEMENT OF VALUE THEORY 


An enlargement of value theory is in process along 
numerous lines. The following classification suggests 
their scope and nature: 

(1) Valuation in new fields for special purposes. 

(2) Pecuniary standards of valuation. 

(3) Social value theory. 

(4) Quantitative value theory. 


5. Presidential address delivered at the annual meeting of the Ameri- 
can Economic Association, December 29, 1924, and published in the 
American Economic Review, March, 1925. 
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(1) Valuation in new fields for special purposes. — 
Orthodox value theory confines itself rather closely to 
the values of articles of merchandise in the market- 
place. Such theory does not purport to offer an analysis 

‘ of fair value of public utilities for rate-making purposes; 
of equitable value for taxing purposes; of reasonable or 
non-confiscatory value for purposes of judicial inter- 
pretation of constitutional guarantees of property 
rights; of value of intangible rights and privileges for 
acquisitive purposes; of actuarial values for insurance 
purposes; or of depreciation or other estimated values 
for accounting purposes. Not more than about one 
half of our income is spent in commodity markets, and 
a marginal theory of value which bears chiefly upon the 
values of such markets necessarily falls short of furnish- 
ing an adequate explanation of value in new fields. 

Consequently, students in these new fields have had 
to improvise value theories to suit their own special 
purposes. “It is clear that all valuation is purposive,” 
observes David Friday.’ As matters now stand, a spe- 
cial literature of valuation has grown up for each new 
purpose. This literature is alien to the familiar thesis of 
value as elucidated in the textbooks, and yet it belongs 
within the portals of economics. By a process working 
from the outside in, value theory is being enlarged. It 
seems plausible that economics will gradually incorpor- 
ate the many individual value theories for special pur- 
poses into a comprehensive unified theory of values, 
embracing not only the institution of commodity mar- 
kets but also the many new institutions of the complex 
modern economy. 

(2) Pecuniary standards of valuation.— Thorstein 
Veblen was one of the first economists to grasp the 

6. Quarterly Journal of Economics, xxxvi, pp. 197-219. See also 


J. M. Clark, in The Trend of Economies, edited by R. G. Tugwell (1924), 
p. 78. 
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larger significance of the pecuniary concept. He drew 
a sharp contrast between the acquisitive institutions 
resting upon the state of the money arts, and the tech- 
nological goods-producing institutions resting upon the 
state of the industrial arts. By way of refinement of 
the pecuniary concept, Veblen has offered concrete 
analyses of such institutions as ‘‘absentee ownership,” 
“‘vested interests,” the ‘‘leisure class,” ‘imperialism,’ 
and ‘‘nationalism.” His studies have caused new at- 
tention to be given to the cases where, in a bargain 
between buyer and seller, private interest does not coin- 
cide with public benefit. Adam Smith broadly assumed 
such cases to be insignificant, but Veblen has shown 
them to be a commonplace of pecuniary industrialism. 

Mitchell has been profoundly influenced by Veblen’s 
pecuniary doctrines, and is confident that they will 
more and more permeate all economic theory. He 
visualizes economics as a study of the relationships 
between ‘‘the activities of getting and using goods, of 
making and spending money . . . and the interests of 
social welfare.” 7 Each man, in the desire to get as much 
money as possible for himself, may find it advantageous 
to retard the flow of goods to his fellow man, and to 
utilize his superior bargaining power in ways which 
encroach upon the interests of others. Gradually cer- 
tain groups may surround themselves with working 
rules, legal prerogatives, and perpetuated bargaining 
power, which make the free and equal bargaining power 
of the common man a mere shibboleth. Commons, 
Tawney, Foster, Pigou, Keynes, and many others have 
amplified various aspects of the pecuniary concept. 
Such studies have not been articulated in any coherent 
whole, but each in its independent way has meant an 
enlargement of value theory. It remains for some econ- 


7. “The Réle of Money in Economic Theory,’’ American Economic 
Review Supplement, vi (1916), pp. 140-161. 
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omist interested in synthesizing such elements, event- 
ually to formulate a general theory of value which will 
include them. 

(3) Social value theory.—The older economists 
taught that marginal demand represents a compound 
of three things — the number of units offered, the inten- 
sity of desire, and the size of money income to support 
desire. These elements were taken for granted as estab- 
lished facts, and little effort was made to explain the ele- 
ments themselves. They precipitated an act of choice, 
and this act was alleged to be all that the economist 
was concerned with. If, however, we take these ele- 
ments as subjects for investigation, we find ourselves 
drawn into a social theory of value. If we try to ac- 
count for the number of units offered, we immediately 
are led into a study of the technology of production, 
the growth of science and research in the making of 
goods, and efficiency in the physical management of in- 
dustry. If we attempt to study the intensity of desire, 
we are immediately forced to trace the origin of custom 
and fashion, the tactics of advertising, and the wiles of 
salesmanship. If we attempt to study the size of in- 
come behind desire, we are forced to consider why some 
classes have much and others little, why some buyers 
are so much better off than others. The trend of such 
theory is well summarized by Cooley, who says: ‘‘We 
ask why the people want (the good), or just. who the 
people are that want it, or why they can make their 
wants effective.” * B. M. Anderson, Jr., J. M. Clark, 
and E. Cannan ® may be mentioned as economists who 

8. American Journal of Sociology (1913), pp. 547, 188-203; also, 
Social Process, 1918. 

9. See B. M. Anderson, Jr., Social Value, 1911, and Value of Money, 
1917; J. M. Clark, ‘‘Economic Theory in an Era of Social Readjust- 
ment,” American Economie Review, Supplement, ix, pp. 280-290 and 
“The Concept of Value,’’ Quarterly Journal of Economics, xxix, pp. 


663-673, 709-723; E. Cannan, Wealth, a Brief Explanation of the 
Causes of Economic Welfare, 1914. 
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have broken ground in the field of social value theory. 
This type of work, while it does not contradict, does go 
far beyond marginal theory. It shows wherein value is 
relative to given social institutions, and is not an abso- 
lute or universal formula. It recognizes the importance 
for values of such social phenomena as a marked in- 
crease of leisure under the shorter working day, the 
growth or decay of militarism, or the adoption of pro- 
hibition. The broader implications of the matter are 
summarized by J. M. Clark as follows: 


These, then, are some of the elements which must count in a theory 
of social value. The theory of inappropriables, the conscious social 
weighing of men and their desires on scales different from that of 
free exchange, the insistence that institutional valuations and com- 
modity valuation be distinguished and not both attributed to single 
commodities, and the readiness on occasion to reverse the marginal 
method of analysis: all have their place in the interpretation. 


(4) Quantitative value theory. — Statistical analysis 
of price movements raises hopes of an objective science 
of value, covering the three following fields: (a) In- 
dividual price relationships; (b) The general price level; 
(c) Relationships of prices and physical units of indus- 
try. 

(a) Individual price relationships. Some one has cal- 
culated that more than one hundred and fifty different 
price indexes are now in common use. A large propor- 
tion of these indexes apply to prices of individual com- 
modities or small groups of commodities. The internal 
relationships between the component price series which 
in their entirety make up the price system of modern 
business are being carefully studied. Differences be- 
tween prices of producers’ goods and consumers’ goods, 
of manufactured goods and raw materials, of agricul- 
tural, animal, forest, and mineral products, of goods at 


1. Quarterly Journal of Economics, xxix, p. 715. 
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wholesale and goods at retail, of goods which a certain 
class, such as farmers, sell and goods which they buy — 
these often lead to far-reaching maladjustment in our 
economic efficiency. Inequalities in the rapidity of 
fluctuation or the degree of fluctuation create disper- 
sions and lags which destroy the orderly spread between 
the prices of different goods, provoke abrupt shifts in 
the shares of income going to different classes of society, 
and contribute to the periodic breakdown of prosperity. 
W. C. Mitchell,? F. C. Mills? F. R. Macauley,‘ A. W. 
Flux,' and W. M. Persons,* to mention only a few work- 
ers in this field, have inaugurated fruitful investigations 
of such price inequalities. 

(b) The general price level. The general level of 
prices has been brought under the statistical attack by 
Fisher, Snyder, Burgess, Working; Kitchin and others, 
with the result that we not only have better measures 
of M, V, P, and T, than ever before, but also a better 
understanding of the lines of causation between these 
factors of the price equation. The wide interest given 
to stabilization of prices and regulation of discount 
policy makes these studies of great practical importance. 

(c) Relationships of prices and physical volume. 
Part of our index numbers run in terms of prices; part 
run in terms of physical units, such as tons, bushels, 
yards, acres. The coérdination of the money economy 
with the economy of physical production has always 
been one of the most baffling economic problems. In- 
deed it still is. Nevertheless, the quantitative approach 

2. Business Cycles, 1913; The Making and Using of Index Numbers; 
Bulletin 284, U. S. Bureau of Labor Statistics. 

3. Statistical Methods, 1924, chap. 6; also studies in preparation for 
the National Bureau of Economic Research. 

4. Business Cycles and Unemployment, 1923, chap. 2. 

5. “The Measurement of Price Changes,” Journal of the Royal 


Statistical Society (March, 1921), pp. 167-215. 
6. The Review of Economic Statistics, 1919-27. 
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to the correlation of price series and physical volume 
series is full of promise. Thus far students of the busi- 
ness cycle have been the principal ones to display in- 
terest in the matter, but gradually the interest has been 
spreading among students of wage control, labor incen- 
tives, tax policies, consumption standards, overhead 
costs, and many-.,other subjects. The hypothesis of 
Foster and Catchings, that lack of coérdination be- 
tween goods produced and dollars placed in consumers’ 
hands prevents the marketing of all the goods at exist- 
ing price levels, if it can be verified by quantitative 
tests, would be a most important theory for all who are 
interested in stabilizing the relations between price 
factors and production factors. Studies by Hansen, 
Douglas, and Bowley, of real wages have enhanced our 
knowledge of the incunstant relationship between phy- 
sical productivity and financial reward. These illustra- 
tions are merely to suggest the nature of studies in the 
field of price-production correlations. 

Altho much independent work has already been done 
in all the fore-mentioned fields, nevertheless in large 
measure this outline of an enlargement of value theory 
is a profession of faith in the great work which now faces 
the younger generation of economists. The proposed 
enlargement of value theory should satisfy the most 
exacting critic as constituting a real contribution to 
economic science. 


IV 
ConTROL OF DISTRIBUTIVE SHARES 


The economists of a former generation asked: What 
determines the shares of distribution? What sets wages? 
What regulates profit? What fixes rent? Their answers 
gave the impression that certain natural laws governed 
the distributive shares, and there was very little that 
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human intervention could do about it. This determin- 
ism was true, not only of such formulae as the wages 
fund doctrine, but also of later theories of supply and 
demand, of marginal utility, and of marginal produc- 
tivity. Certainly, after digesting this literature, one 
would feel very timid indeed about meddling with 
economic law. But gradually numerous students have 
gathered the courage to put the question: Do the laws 
of distribution control us, or can we, at least within 
certain broad limits, control them? This is one of the 
most important questions raised anywhere in modern 
economics. Important because upon the answer de- 
pends the development of a scientific theory of control 
of the great income shares. 

Labor economists are exploring the possibilities of 
controlling the wage share. They are trying to deter- 
mine under what conditions and to what extent the wage 
share can be increased by collective bargaining, by im- 
migration restriction, by minimum-wage legislation, by 
technical efficiency, by restriction of production, by 
price inflation or deflation, by taxation, by employee 
stock ownership, or by increasing the amount of free 
income in the community. 

Farm economists are exploring the possibilities of 
controlling the rent share. They want to know in what 
degree and what form an adequate farm income can be 
assured by valorization of surplus crops, by furnishing 
abundant farm credits, by coéperative marketing, by 
increased technological efficiency, by modification of 
property taxes, by modification of tariff rates, by re- 
striction of production, or by stabilization of the general 
purhasing power of money. 

Students of finance are trying to find how to control 
the discount rate so that at one and the same time the 
rate may protect gold reserves, stabilize price levels, 
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and stimulate business prosperity. When to restrict the 
export of capital, how much to tax the so-called un- 
earned income from invested capital, how to avoid the 
waste of overhead cost from idle capital, how to safe- 
guard the use of installment credits — these are but to 
suggest the nature of questions of control in the field of 
capital and interest. Equally important problems of 
control arise in considering the profit share, but space 
forbids us to mention them in detail. 

No matter which share in distribution is under con- 
sideration, the problem in its modern form seems to 
call for the extension of concepts of a pecuniary char- 
acter. Each recipient of income seems to adopt as an 
immediately practical proposition the rule that what 
each can get for himself depends less on his efficiency in 
producing goods for the use of others than on his effi- 
ciency in encroaching upon the gains of others by driv- 
ing shrewd price bargains. For instance, the so-called 
““make-work fallacy” of labor is found to be a shrewd 
piece of pecuniary strategy wherein labor grasps the 
distinction between making money and making goods. 
Ail factors in distribution act upon a similar assumption. 
The so-called favorable balance of trade and protec- 
tionism rest upon the make-work principle — that is, 
these policies aim to make money by producing goods 
through the least efficient channels. The phenomenon 
of capital export calls attention to the inability to 
elevate the standard of living at home rapidly enough 
to absorb our surplus product. ‘Trade at home” cam- 
paigns and community boosting programs mean that 
business is seeking to enlarge its share in distribution 
by confining buying to least economical markets. Shift- 
ing the burden of overhead cost and unused capacity 
from management to labor is a problem affecting the 
pecuniary shares of these agents. The disturbance to 
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distributive shares because of so-called business cycles, 
and the great inequities of distribution of money in- 
comes during inflation or deflation of the price level, 
raise questions in the same field. These are only a few 
illustrations, but they are sufficient to indicate a signifi- 
cant development of pecuniary theory in the field of 
distribution. 

In this branch of the science I take it, therefore, that 
the heart of the proposition laid before modern econ- 
omists is that the sharing of income can be brought 
under intelligent control. Control will abridge certain 
rights of private property and free contract, of owner- 
ship and inheritance, but by so doing will aim to develop 
amore satisfactory distribution of opportunity, of labor, 
of security, of freedom, of health, of education, of leis- 
ure, of happiness. Such a tendency, of course, has pro- 
found dangers as well as high promises.’ 

It is well to remind the reader that these develop- 
ments in the science of distribution embody the in- 
fluences which were outlined in the first two sections of 
this article. For example, the emphasis upon control 
of the institutions of distribution reflects the modern 
conception of the relationship of human nature and 
human behavior to our social heritage of rights, codes, 
and vested interests. Moreover, the students of this 
institutional factor rely upon descriptive, statistical, 
and historical methods much more confidently than 
ever before has been true of workers on such problems. 
Both the preconceptions and the methods, therefore, 
show what Dewey calls “‘the import of the new science.”’ 

Quantitative studies of national income have linked 
the question of distribution closely with the topic to be 
discussed next, namely, production. Such studies have 


7. Professor A. C. Pigou has a particularly good theoretical treat- 
ment of such matters in his Economics of Welfare, 1920, parts m1 and Iv. 
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forced us to realize that more to distribute is after all 
largely dependent upon more produced. The limits of 
reform by redivision are narrow, given only the present 
volume of what Pigou calls our ‘‘national dividend.” 
Thus distributive problems lead directly back to pro- 
ductive problems and confront us with the challenge 
that, in order to share much more, we must all produce 
more — more, that is, in terms of physical volume and 
not merely in terms of exchange value. 


V 


Tue INCREASE OF PRODUCTION, WITH DECREASED 
Human Costs 


The present-day problem of production is substan- 
tially as follows: How can we increase the production 
of useful goods at the same time that we decrease the 
human cost involved. The answer to this problem in- 
vites research along the following lines: 

(1) Progress in technological capacity to produce. 

(2) Release of the new productive capacity. 

(3) The humanizing of production. 

(1) Progress in technological capacity to produce. — A 
realistic description of the actual methods of production 
and a statistical measurement of the rate of growth in 
its volume have already been developed. However, 
slight attention has been given by economists to the in- 
tensely interesting task of determining the factors which 
govern the rate of progress in production technology.® 
These factors, to a very large extent, are found in the 
organization of scientific research, both pure and ap- 
plied. The division of research between governmental, 

8. See, however, Inventors and Moneymakers, by F. W. Taussig, 


1915; Economic Motives, by Z. C. Dickinson, 1922; and R. C. Epstein, 
Quarterly Journal of Economics, February, 1926. 
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university, corporation, endowment, and trade-asso- 
ciation agencies has grown up spontaneously, without 
the guidance of any well-formulated principles emanat- 
ing from economists. The motives and incentives to 
invention and the rewards for successful effort have 
been more a matter of chance determination than of 
careful reflection. The conditions most conducive to 
pure research and applied research have been matters 
of trial and error rather than of any carefully planned 
procedure. Casual reference in economic texts to the 
division of labor is a barren and inadequate treatment 
of the vital institutions concerned with research, lab- 
oratory experimentation, invention, and discovery.® 
(2) Release of the new productive capacity. — Not 
only should economics be concerned with how to create 
greater technological capacity, but also it should be 
concerned with the release of this capacity. To what 
extent do the captains of industry frustrate the engineers 
‘in diffusing new methods throughout the length and 
breadth of industry? Recent studies on the part of 
engineers revealing the wholesale waste and inefficiency 
prevalent in so much of modern industry have stressed 
the strong obstacles to introduction of new methods and 
discoveries. It was formerly assumed, of course, that 
the enlightened self-interest of the individual producer 
would lead him promptly to develop new methods and 
promptly to adopt them. More recent studies show the 
fallacy of this assumption, but little has been done in 
economic theory to account for the prevalence of waste 
. and inertia, or to show effective means for overcoming 
these hindrances to productive efficiency. Doubtless, 
one reason for holding back productive capacity is the 
‘ lack of coérdination between the money economy and 


9. As a concrete suggestion of the field of such investigation, I may 
refer to chapter 5 of my Economics, Principles and Problems, 1926. 
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the industrial economy. The tremendous emphasis on 
sales promotion, the ever-present pecuniary fluctuations 
of the business cycle, the development of multitudinous 
forms of waste which pay in dollars, are phases of the 
pecuniary barrier to full-time use of our productive 
apparatus. The almost frantic struggle to develop new 
markets to absorb a surplus which old markets have 
not the money purchasing power to absorb, suggests 
that the state of the money arts constantly lags behind 
the state of the industrial arts and prevents us from 
benefiting from anything like full use of our productive 
capacity. 

The proportioning of the factors of production does 
not automatically reach the nice equilibrium described 
by classical economics. We find that production very 
quickly gets out of balance, as soon as we attempt to 
operate industry at full capacity, and that this mal- 
adjustment of production hastily effects a downfall of 
prosperity. Doubtless the reproportioning of the fac- 
tors of production, under the stress of new inventions 
and processes offered as substitutes for labor, is of very 
great importance in the maladjustments of production. 
Economics has still to make clear how we can absorb 
the benefits of industrial science without dislocating 
the parts of our productive mechanism. 

The manner in which nationalism represses produc- 
tive capacity also comes in for analysis. As a result of 
the World War, the menace of free competition for 
external markets and raw materials has become no- 
torious, and the pecuniary menace of a vast network 
of international debts bolstered up by artificial tariff 
discriminations has revealed the urgent necessity for 
an international economics which goes far beyond the 
ordinary discussion of foreign exchange and a favorable 
balance of trade. We have plenty of serious treatises on 
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a national economy, but very, very few, if any, on an 
international economy. 

(3) The humanizing of production.— With regard 
to the humanizing of production, it should be remem- 
bered that traditional economics usually took pain- 
cost for granted as an intrinsic quality of labor. Modern 
psychology and biology have helped to develop an in- 
stitutional viewpoint. These sciences teach clearly 
that the disutility of labor can and should be materially 
reduced. Monotony, routine, fatigue, and irksomeness 
are not in their present form immutably ingrained in 
original human nature, but are the consequences of an 
institutional situation which was not intelligently 
planned and which contains a barbaric disregard for 
human consequences. We can reorganize the pain- 
cost of labor so that, as someone has remarked, ‘‘ Mak- 
ing a living may be synonymous with making a life 
that is worth living.” 

An extension of economic science into these realms 
should yield an invaluable harvest. New problems are 
demanding the application of careful intelligence, in 
order that the modern engines of production may be 
directed and manipulated more effectively. Physical 
science has evolved amazing instruments of production 
in the physical field, but economic science seems to have 
lagged far behind in devising institutions of control 
which will ensure continuous maximum use of these 
powers under conditions of lessened human cost. 


VI 


A Scrence or ConsuMERS’ CHOICES 


Instead of taking wants for granted as the fait ac- 
compli underlying value theory, according to the pre- 
cedent set up by traditional economics, present-day 
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students feel it necessary to take them as primary prob- 
lems of inquiry and analysis. How did present stan- 
dards of choice come to be what they are? How do they 
function under existing conditions? Under what con- 
ditions can they be modified in the future? 

The science of consumption, as it is now taking form, 
includes the following elements: 

(1) A revised conception of the nature of consump- 
tion. 

(2) The conditioning circumstances of consumers’ 
freedom of choice. 

(3) The guidance of consumers’ choices. 

(1) A revised conception of the nature of consumption. 
— Biology and psychology in modern times have gone 
far beyond the old notion of consumption as merely 
“want satisfaction.”’ For instance, biology has shown 
the dependence of human experience upon the function- 
ing of physical organisms. As biology views the matter, 
what we call consumption consists of all that happens 
to us, consciously or unconsciously, as a consequence of 
the activity of every nerve, muscle, and fiber of the 
human mechanism. To the same end, psychology, 
from study of stimulus and response, has shown the 
origin of experience in our every reaction as an organ- 
ism to or upon our environment. As psychology views 
the matter, what we call consumption is the summation 
of all stimuli and responses coming within the reach of 
our experience. If these views be correct, what modifi- 
cations of the rational calculus of pleasures versus pains 
are called for? For one thing, we must recognize that a 
very great part of all our consumption is what happens 
to us as producers during our working hours. Produc- 
tion itself is a vital part of consumption experience. For 
another thing the rational element in our choice-making 
loses its supremacy, and the influence, conscious and 
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unconscious, of social and physical stimuli in forming 
our canons of choice becomes the main matter for con- 
sideration. For still another thing, the necessity as 
well as the difficulty of scientific planning of consump- 
tion standards is emphasized. These and many other 
consequences penetrate to many of our most basic con- 
ceptions in economic reasoning. 

(2) The conditioning circumstances of consumers’ free- 
dom of choice. — Along with everything else in the ma- 
chine age, consumption has become highly standardized. 
Freedom of choice is not absolute, but is purely relative 
to institutional standards of a particular day and age. 
We need not only general principles which apply to all 
sorts and types of social organization, but also prin- 
ciples which apply specifically to the contemporary 
social organization. 

What are some of the standardized institutional fac- 
tors which condition modern choices of consumers? 
They may be grouped under two heads, technological 
and pecuniary. The technology of production has 
greatly widened the variety of choice, and increased the 
volume of choice; and has subordinated the quality of 
choice to considerations of mass production. Mean- 
while, this same technology has moulded the physical 
and mental capacity of the worker to express his choices, 
has thrust upon the average man a vast amount of new 
leisure in which choices of a recreational and cultural 
kind have to be made, and has saddled certain ma- 
terialistic ideals of choice upon the mind of the con- 
sumer. 

Pecuniary as well as technological factors are at work 
in conditioning the freedom of choice. Owing to the 
fact that practically all choices are expressed in the earn- 
ing and spending of money, the consumer is driven to 
assume that the most important thing in life is the size 
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of his money income. Since choices manifest themselves 
through prices, they are subject to modification by 
every secular or cyclical fluctuation of the price level or 
of the inter-relationships of individual prices. Dis- 
parity between nominal money incomes and real money 
purchasing power of whole classes profoundly alters 
real income and capacity to make choices effective. 
Personal inequalities of money income likewise impose 
arbitrary limitations upon freedom of choice. 

The consumer as we know him is one buffeted about 
by these technological and pecuniary forces. His free- 
dom to choose is not a sovereign and imperial will, but 
is a state of mind conditioned by the institutional stand- 
ards now prevailing. 

(3) The guidance of consumers’ choices. — Altho con- 
sumer behavior is conditioned by these institutional 
factors, nevertheless there are very great possibilities 
of deliberate guidance of choice-making. Indeed, the 
skillful manipulation of consumers’ choices has become 
a leading branch of business enterprise. Private busi- 
ness has developed a very elaborate technique for 
dominating the mind of the buyer by appeal to his 
irrational nature. The consumer is bombarded with all 
the weapons of salesmanship and advertising. As a 
check upon this mercenary guidance of choices, numer- 
ous public agencies have sprung up for social guidance. 
Education, publicity, social organization, and legisla- 
tive interference, have been utilized in order to prevent 
vice, fraud, and waste in consumption. 

In the midst of this struggle to persuade the con- 
sumer to choose this or choose that, there goes on an 
underlying unconscious evolution of choices. Left to a 
process of natural selection, these standards of con- 
sumption are of uncertain merit. Hence it becomes of 
utmost importance to probe deeply into the compara- 
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tive results of different standards of choice. It appears 
to be the task of economics to rescue consumption from 
the machinations of private enterprise on the one hand 
and from blind evolution on the other hand. 

The development of consumption economics along 
such lines is a further illustration of the forces outlined 
at the beginning of the discussion. That is, it is an il- 
lustration of the influence of more scientific concepts of 
human nature and social institutions, and of more 
adequate applications of descriptive, statistical, and 
historical methods of research. These influences are 
already in process of making a real contribution to the 
consumption branch of economic theory. 


VII 
THe INTEGRATION OF MONOGRAPHIC RESEARCHES 


The frontiers of economics, where pioneer studies are 
pushing out into new fields of knowledge, are individual 
studies dealing by almost microscopic research with 
definite and detailed problems. The monographic 
treatise on a particular subject of limited range has 
come to overshadow the general work in economics. 
The authoritativeness of the abstract treatise on prin- 
ciples is on the defensive. The old practice of system- 
building is disappearing, and absolutism is losing its 
appeal. 

However, there is danger that such minute fragments 
of economic study will be lacking in coherence. Unless 
permeated by some unifying principle, they may be- 
come disordered and chaotic. The writer has listed 
and classified several hundred specimens of such mono- 
graphic research. It is often startling to discover how 
unfamiliar specialists in one narrow subject are with the 
work of specialists in other fields not very remotely 
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related, and how isolated they are from general and 
fundamental theories. This situation probably is not 
necessary and is not permanent. It is a temporary ex- 
treme reaction away from universal law and absolutist 
dogma. The mass of special studies tends to result in a 
kind of intellectual anarchy. To offset this shredding 
of economics, a certain amount of synthesis and inte- 
gration is important. There may cease to be a single 
science of economics in the old sense, and there may 
come into being a number of economic sciences, but cer- 
tainly there is no reason why these should not be feder- 
ated by a certain obvious community of interests and 
common concern with related matters. 

Value theory, the core of economics of the past, was 
unified by the principles which stated the relationship 
between wants and efforts. But these old exchange- 
value principles, however important or true they may 
be, are inadequate to articulate the special detailed 
researches of the present period. 

From examination of several hundred monographic 
economic studies, I infer that the most salient common 
characteristic is the discovery of new knowledge about 
economic behavior — knowledge of a sort calculated 
to increase intelligent command of such behavior. This 
uniform feature of most research in economics today 
is identical with that of research in the more exact 
sciences. J. Arthur Thomson, summarizing the spirit of 
science in his Outline of Science, finds its chief trait to 
be the ‘promise of an increasing control — a promise 
that man will become not only a more accurate student, 
but a more complete master of his world.” ' However 
microscopic our increments of knowledge may be as a 
result of each individual investigation, nevertheless, in 
their totality these increments give increasing know- 


1. Thomson, Outline of Science, i, 4. 














436 QUARTERLY JOURNAL OF ECONOMICS 


ledge of, and therefore increasing control over, human 
nature in relation to economic institutions. 

Let us therefore assume the principle of scientific con- 
trol of men, things, and events as the great unifying 
generalization of monographic economics. Not control 
by coercion, but control by additional knowledge. Con- 
trol analogous to that of the bacteriologist who masters 
the microbe and controls disease, or to that of the 
physicist who discovers new knowledge of the atom and 
gives new control over energy, or to that of the elec- 
trician who discovers how to regulate radio activity. 
The primary step in dealing with every economic situa- 
tion is to increase our exact, detailed knowledge of it. 
Having the knowledge, we may undertake social ex- 
perimentation in the organization of human capacities. 

Social experimentation proceeds in two main path- 
ways, namely, group coercion or persuasion, and laissez- 
faire. Group coercion includes such plans as regulatory 
legislation, socialism, government ownership. Group 
persuasion includes such plans as trade-association 
activity, codes of business standards, education, pro- 
paganda. Laissez-faire, instead of being a settled state 
of nature, is a matter of continuing experimentation. 
For long, philosophers assumed that individualism 
meant perfect freedom to act independently of all re- 
straints. However, more recent social thinkers look 
upon individualism as a form of domination wherein the 
subjects are commonly ignorant of the taboos, customs, 
and precepts which dictate their conduct. The so-called 
freedom of laissez-faire has too often been in reality 
merely a slavish obedience to traditional standards of 
choice and outworn institutional arrangements. Social 
experimentation both in coercive and non-coercive 
plans of control is upon us, whether we like it or not, and 
economics is now trying to make such experimentation 
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more scientific than ever before. This seems to be the 
outstanding principle which synthesizes most of the 
monographic researches of the contemporary generation 
of economists.” 

This matter cannot be left without a warning. The 
mechanistic conceptions of science have the power to 
destroy us as well as to save us. Economists cannot 
afford to dismiss casually the warnings of such writers 
as Santayana, Sidney Webb, and Bertrand Russell. 
These men are afraid that, altho science will give us 
great mastery over multitudes of specific details, never- 
theless these controls in the mass will overpower our 
imagination and intelligence. Certain economists have 
felt the danger. Thus, J. M. Clark says, “‘At present, 
the greatest field open to invention for bettering the 
lot of mankind is the field of improvements in our sys- 
tem of social control.” * In the same vein, R. G. Haw- 
trey declares: ‘‘The economic problem, then, is that of 
utilizing man’s capacity for joint action.”’ 4 

If one contemplates the ravages wrought by science 
in the field of warfare, and the indirect influences of 
science over all our tastes, whims, and ideals, his mind 
is sure to be arrested by a sense of the menace con- 
tained in applications of science to control of energy, 
of matter, and of man. We may develop a specialized 
intensive science and yet forget the consequences, for 


2. A very few of the major problems of control which just at present 
command attention may here be mentioned for the purpose of making 
the connotation of the discussion more concrete: control of the gold 
standard, the discount rate, the general price level, the income of agri- 
culture, the rates and values of public utilities, the competitive practices 
of business, the conditions of effective technical research in both pure and 
applied science, the standards of consumers’ choices, war debts and 
reparations, wage trends, volume of savings, business cycles. Of course, 
most of these problems are not new ones, but the fuller application of 
experimental science to their analysis is new. 

3. Social Control of Business, p. 19. 
4. The Economic Problem, p. 6. 
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better or for worse, for civilization itself. A myopic fas- 
cination with institutional details will be destructive 
unless it is tempered by a broad vision of the human 
purpose of economic science in the large. There is need 
for a broadening philosophy of economics which shall 
evaluate the multitudinous controls of specific institu- 
tions in terms of their bearing upon the decay or crea- 
tion of human progress. 


VIII 


Some Oup IDEALS AND THEIR PRESENT REALIZATION 


Fully a generation ago, vision of the trends of 
economic science which are now materializing was in 
the minds of leading economists. The realization by 
slow degrees is new, but the general conception itself 
is old. 

In 1885, Alfred Marshall said of his predecessors: 
“Their most vital fault was that they did not see how 
liable to change are the habits and institutions of in- 
dustry.” > Again, in 1897, discussing ‘‘The Old Genera- 
tion of Economists and the New,” he declared: 


Speaking generally, the nineteenth century has in great measure 
achieved qualitative analysis in economics; but it has not gone 
farther. It has felt the necessity for quantitative analysis, and has 
made some rough preliminary surveys in which it is to be achieved: 
but the achievement itself stands over for you. . . . You are called 
upon to apply your knowledge of history, and especially of contem- 
porary history, your powers of analysis and of quantitative measure- 
ment.*® 


J. B. Clark, whose most conspicuous work was not of 
an institutional type, nevertheless declared in 1894: 
“The ultimate foundations of political economy lie 
deeper than the strata on which existing systems have 

5. Memorials of Alfred Marshall, edited by A. C. Pigou (1925) p. 155. 


6. Ibid., pp. 301, 310-311. Cf. T. E. Cliffe Leslie, Essays in Political 
and Moral Philosophy, 1879, chaps. 15, 25, 26. 
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been reared.” ” These foundations include a modern 
view of human nature and of “intensified social ac- 
tivity.” ‘‘Economic theories,” said Clark, ‘‘ adapted 
to a civilization midway in its development cannot ap- 
ply equally well to a civilization at its present maxi- 
mum.” * He advocated a ‘“‘theory of social dynamics” 
which would ‘‘include every possibility of gain that can 
come to humanity by economic change.”* W. S. 
Jevons not only foreshadowed in his own original studies 
of index numbers the arrival of what Carl Snyder now 
calls ‘‘the age of the index number,” but in 1876, lec- 
turing on “‘The Future of Political Economy,” he pro- 
phesied a vigorous growth of ‘“‘concrete”’ historical and 
mathematical economics alongside the old “‘abstract”’ 
science and said, ‘Political economy must for the 
future be looked upon as an aggregate of sciences.”’ ! 
In The Theory of Political Economy, published in 1888, 
Jevons said: 


I do not hesitate to say that Economics might be gradually erected 
into an exact science, if only commercial statistics were far more com- 
plete and accurate than they are at present. The deductive science 
of Economics must be verified and rendered useful by the purely 
empirical science of statistics. Theory must be invested with the 
reality and life of fact. 


Francis A. Walker, in 1889, recognized ‘‘the scientific 
spirit now so widely spread abroad, inducing a more 
careful observation of phenomena, and assisting to a 
sounder interpretation of facts and statistics.” * Similar 


7. The Philosophy of Wealth, p. 55. 

8. Ibid., p. 203. 

9. “The Future of Economic Theory,” Quarterly Journal of Eco- 
nomics, xiii (1899), p. 203. 

1. The Principles of Economics, p. 200. 

2. Recent Progress of Political Economy, Publications of the Ameri- 
can Economic Association, vi (1889), p. 38. 
3. Ibid., pp. 21, 22. 
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sentiments were expressed by Patten, Dunbar, Cairnes, 
Ely, Keynes, Giffen, and many others.‘ 

We can detect in all these men a sensitiveness to the 
possibilities of descriptive, statistical, and historical 
methods as a supplement to qualitative studies. After 
a generation of transition, it appears that at last we are 
in the incipient stages of a reconstructed institutional 
economics, responsive to the spirit and method of science, 
grounded in a modern conception of human nature and 
behavior, and unified by the principle of intelligent 
mastery and control of life by additional knowledge of 
economic experience and conduct. 


LIonEL D. Epre. 
University or INDIANA. 


4. See S. N. Patten, Essays in Economic Theory; C. F. Dunbar. 
“The Reaction in Political Economy,” Quarterly Journal of Economics, 
i, pp. 1-27; J. E. Cairnes, The Character and Logical Method of Political 
Economy, 1857; 1875; R. T. Ely, The Past and the Present of Political 
Economy, Johns Hopkins University Studies, vol. ii, 1884; J. N. Keynes, 
Scope and Method of Political Economy, 1891; Sir Robert Giffen, Eco- 
nomic Inquiries and Studies, vol. ii (1904), chaps. 13, 25, 28. 























COMMERCIAL POLICY IN POST-WAR 
EUROPE: RECIPROCITY VERSUS MOST- 
FAVORED-NATION TREATMENT! 


SUMMARY 


I. The situation before the war: The Cobden treaty and the general- 
conventional system, 443. — The double-schedule system, 444. — Op- 
position to the most-favored-nation clause, 445. — II. Principles under 
discussion after the peace, 446. — The right of access to raw materials, 
447. — Freedom of transit, 448. — Equality of trade conditions, 449. — 
The treaty provisions and their effects, 450.— III. France’s espousal 
of reciprocity, 456. — Influence on policies of other countries, 457. — 
Genoa conference of 1922, 458.—IV. Movements for a multilateral 
arrangement, 462.— Brussels conference of 1920, 462. — Barcelona 
conference of 1921, 463.— V. Development of most-favored-nation 
agreements in negotiations between individual states, 466. — The In- 
ternational Economic Conference of 1927, 469. 


Ir it be permissible to liken the diplomatic struggle 
that has gone on in Europe since the war, between 
states sponsoring the most-favored-nation clause and 
those trying to break away from it and espouse recipro- 
city, to an athletic contest, one may say that the first 
half closed with the lapsing of the five-year economic 
clauses of the peace treaties and with honors about 
equally divided; but the second half, just beginning, 
gives promise of turning the scale in favor of the most- 
favored-nation clause. 

In the first place, general conditions are more favor- 
able. Reciprocity throve on the economic chaos that 


1. A preliminary and partial report upon the results of an inquiry 
into the post-war commercial policies of European states, in the pros- 
ecution of which the writer has been assisted by a grant from the 
rem of International Research of Harvard University and Radcliffe 

ollege. 
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followed the war: war debts, reparations, sanctions, 
currency inflation, import and export prohibitions, pre- 
posterous bargaining tariffs actually put into force be- 
fore tariff treaties were signed, and a welter of flexible 
surtaxes —alterable merely by decree — introduced 
for the purpose of restoring previous ad valorem (gold) 
incidence, of counteracting exchange dumping, or, 
placed on luxuries, of protecting the currency. But 
recent years have seen debt settlements, the Dawes plan, 
the evacuation of the Ruhr and part of the Rhineland, 
Locarno, and a wave of currency stabilization; prohibi- 
tions have gone through the whole gamut of compensa- 
tion and contingent treaties, licensing and free-lists; 
tariff treaties, tho unfortunately terminable almost at 
will, are nevertheless increasing in number; surtaxes are 
becoming stereotyped as a component part of prevailing 
customs duties, or completely absorbed in the schedules 
of new tariffs; and, consequently, the most-favored- 
nation clause is coming into its own. 

In the second place, the most-favored-nation clause 
is strengthened by the adhesion of two strong protago- 
nists. The United States has, since the war, changed 
from the conditional to the unconditional interpretation 
of the clause; and Germany, not to mention the other 
Central Powers, which had been disqualified during the 
first half by the five-year economic clauses of the peace 
treaties, is now back in the line-up. In fact, the position 
of reciprocity has been so weakened under Germany’s 
opening drives that its chief exponent, France, has called 
for a parley —the World Economic Conference, to be 
convened on May 5, 1927. 


I 


Before tracing post-war developments leading up to 
the calling of this all-important conference, the essential 
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features of pre-war tariff history should be briefly 
indicated. 

Modern history of European tariff-treaty relations 
begins with the famous Cobden treaty between France 
and Great Britain in 1860 and the interlacing network 
of similar treaties that followed. The Cobden treaty 
introduced the unconditional interpretation of the most- 
favored-nation clause and the so-called general-conven- 
tional system, in which the tariff schedule established 
by law, that is, the general schedule, is reduced by rela- 
tively lengthy lists of concessions annexed to commercial 
treaties. As a result of the universal application of the 
most-favored-nation clause these concessions are gen- 
eralized to all states. Thus there develops a lower effec- 
tive tariff, a patch-work affair composed of the lowest 
rates, for each given tariff position, that occur in any 
tariff treaty. Some states, particularly on the fringes of 
Europe, were not entirely drawn into the treaty orbit 
initiated by France in 1860, or the equally effective one 
created in Central Europe by the Caprivi treaties of 
Germany in the early eighteen-nineties. Such states 
maintained the single-tariff policy prevalent outside 
Europe, granting only such occasional concessions as 
were absolutely unavoidable in view of their relatively 
weak economic position. 

Dissatisfaction with the general-conventional system 
finally developed in certain countries, which desired to 
readjust their protective tariffs, on finding that they 
were so tied up with long-term conventions as to make 
such action impossible. As a remedy the double-sched- 
ule system was developed. First introduced in Spain in 
1877, it attained particular importance when adopted 
by France in 1892, largely through the efforts of Méline. 
It differs from the general-conventional system in that 
the lower or minimum schedule is fixed by law, that is, 
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with precision, and not left to the mercy or hazard of 
treaty negotiations. Moreover, concessions were to con- 
sist of the minimum schedule as such — either in whole 
or in part — and not of the actual rates of which it 
might happen to be composed at the moment when a 
given treaty was negotiated. This autonomous feature 
of the tariff was further strengthened by making treaties 
terminable at any time on twelve months’ notice. Tho in 
practice it was found impossible to negotiate conven- 
tions without occasionally granting fixed concessions 
below the minimum, this privilege of denunciation at 
will was never surrendered. 

The double-tariff system, however, maintained the 
most-favored-nation clause in spite of considerable 
criticism against the latter.? France, in fact, by Article 
11 of the Treaty of Frankfurt, was pledged to accord 
Germany as favorable treatment as Great Britain, Bel- 
gium, the Netherlands, Switzerland, Austria-Hungary, 
and Russia. This obligation, incorporated as it was in a 
treaty of peace, amounted in practice, barring outbreak 
of war, to most-favored-nation treatment in perpetuity. 

The final pre-war development, effected under Ger- 
many’s lead in the first decade of the present century, 
was the introduction of general tariffs screwed pur- 
posely high for bargaining purposes, together with a 
degree of subdivision hitherto unknown, both in tariffs 
proper and in treaty annexes. The unduly high general 
tariffs, however, were never put into effect until negotia- 
tions based thereon had produced a more reasonable 
conventional schedule; and the subdivision or specifica- 
tion was in part necessitated by technical developments, 
tho often used, especially when carried further in trea- 


2. The great Spanish Tariff Commission of 1889, in both its majority 
and minority reports, recommended the discarding of the most-favored- 
nation clause. A. Gwinner, Die Handelspolitik Spaniens, in Schriften 
des Verein fiir Socialpolitik, li, 85, 87. 
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ties, as a means of evading the most-favored-nation 
clause.® 


The war annulled the Treaty of Frankfurt with its 
Article 11. During the war opposition to the most- 
favored-nation clause fermented, especially in Latin 
countries. A French Tariff Commission recommended 
a return to the conditional interpretation; ‘ a Spanish 
statesman, well versed in economics, followed suit.® 
War psychology on both the contending sides envisaged 
the continuation of economic warfare after the cessation 
of military operations. Multiple tariffs, with varying 
rates for allies, neutrals, and ex-enemy countries, were 
seriously discussed — and even customs unions between 
allies, such as France and Belgium, or Germany and 
Austria. By virtue of resolutions passed at the inter- 
allied Economic Conference, held in Paris June 14-17, 
1916, most-favored-nation treatment was to be refused 
the Central Powers during the years necessary for re- 
construction.® 

Later the United States became associated with the 
Allies, and President Wilson’s ‘‘ Fourteen Points,” with 
certain modifications, were accepted by both sides in the 
armistice negotiations as the basis for the final peace 
treaties. The Third Point stipulated: ‘‘The removal, 
so far as possible, of all economic barriers and the estab- 


3. Among such cases the German concession to Switzerland, in respect 
of cattle pastured at least one month of each year at an altitude of eight 
hundred meters or more, is justly the most renowned. Cf. German- 
Swiss treaty of November 12, 1904, tariff annex, position 103. 

4. Cf. report ‘‘Observations préliminaries,’’ by the Duke de la Tré- 
mouille, presented in the French Chamber on September 30, 1915. 
Documents Parlementaires, Chambre Annexe No. 1323. 

5. The Viscount de Eza, in a lecture before the Real Academia de 
Jurisprudencia y Legislacién, February 14, 1917, on La futura politica 
econémica exterior de Espafia. Madrid, Jaime Rates, 1917. 

6. Recommendations of the Economic Conference of the Allies; 
Section B: Transitory Measures; article II. British Parliamentary 
Papers, 1916, Cd. 8271. 
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lishment of an equality of trade conditions among all 
the nations consenting to the peace and associating 
themselves for its maintenance.” ’ 

The British delegates at the Paris Economic Con- 
ference said in public, tho after the peace negotiations, 
that the resolutions there passed were designed merely 
to counter similar enemy measures and had no applica- 
tion to circumstances as they existed at the close of the 
war, when Germany and Austria had become “‘impotent 
to wage anything in the nature of an economic war.” ® 
But since the Latin Allied Powers, particularly France 
and Italy, were not willing to surrender the principles 
set down in the resolutions without a struggle, the 
Peace Conference opened with two conflicting economic 
tendencies: the Anglo-Saxon and the Latin. 


II 


Three great principles of world trade were up for dis- 
cussion immediately after the peace: namely, the right 
of access to raw materials, freedom of transit, and 
equality of trade conditions. Each is based on principles 
already well established in municipal law, but as yet 
feeling their way in the realm of international law. 

In most states monopolies over articles of general con- 
sumption are either forbidden, supervised, or controlled 
by the government. World monopolies residing in one 
or a few countries are even more dangerous, but their 
international control clashes with the established prin- 
ciple of sovereignty. However, during the war various 
organizations of interallied control were voluntarily 

7. President Wilson himself interpreted this point as not precluding 
the erecting of customs barriers provided they be applied equally to the 
products of all countries. A History of the Peace Conference of Paris, 
H. W. V. Temperley ed. London, 1921. Cf. vol. v, p. 60, in article by 


Professor A. A. Young. 
8. Ibid., vol. v, p. 65 n. 
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established for military reasons: such as the Wheat 
Executive, the Comité des Matiéres Premiéres (that is, 
of raw materials), and, of a somewhat analogous nature, 
the Conseil Interallié de ’ Armement et des Munitions 
and the Conseil Interallié des Transports Maritimes. 
The Latin countries ravaged by war were desirous that, 
in accordance with certain of the resolutions of the Paris 
Economic Conference, some such international or inter- 
allied control over essential raw materials be continued 
at least during the period of post-war reconstruction. 
The Interallied Supreme Economic Council was there- 
fore set up on January 21, 1919, to take the place of the 
war-time organizations; but partly because of the refusal 
of the United States to participate further in certain 
phases of international control and partly because of 
continual friction among its members, this body soon 
dissolved, leaving the embryonic League of Nations as 
the sole agency in the field. Attempts on the part of 
Italy to embody in the League Covenant measures of 
international control over the distribution of foodstuffs 
and raw materials, and on the part of France to prohibit 
the levying of export and import duties on the latter, 
were defeated. 

The matter was not allowed to rest, however, but was 
repeatedly brought up in all manner of international 
gatherings, especially by Italian delegates, until the year 
1921, which marked the transition from a crisis of under- 
production to one of overproduction, thus changing 
materially the complexion of things. The matter was, 
indeed, revived by the Russian delegation at the Genoa 
Conference in the spring of 1922, but was frowned on at 
that time even by the Italians, who brought forward a 
more modest program envisaging the eventual removal 
of import and export prohibitions only. This latter 
move finally took definite form in a resolution of the 
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1924 Assembly of the League, requesting investigation 
and report on the Italian proposition. The League 
worked out and circulated for the consideration of its 
members a model international convention on the sub- 
ject; but this question is now absorbed in the agenda of 
the World Economic Conference which is to convene in 
May, 1927. Such a result is very fortunate, since it was 
found extremely difficult to handle the problem of pro- 
hibitions without at the same time attacking the much 
more difficult and subtle one of prohibitive tariffs 
which could otherwise consistently be employed by 
states desiring to maintain veiled prohibitions. 

The second great principle up for discussion at the 
Paris Peace Conference was freedom of transit. In 
municipal law the right to use the public highways, and 
even to cross other people’s property to reach them, if 
necessary, is fully recognized. In international law, tho 
this principle has never been accepted in its entirety, 
the practice of admitting servitudes, that is, the right 
of transit more particularly for military forces, by ex- 
press agreement, was widely developed while Europe 
was still divided up into numbers of small feudal states. 
The strengthening of the theory of sovereignty and the 
gradual absorption of the feudal states into national 
units led to a great decline in the employment of servi- 
tudes. In view of the present territorial re-feudalization 
of Europe, their readoption becomes necessary — but 
in the present case for purposes of trade. 

Since the publication of Hugo Grotius’s Mare Li- 
berum, in 1609, the right of free transit on the high sea, 
that is, outside the three-mile limit, has gradually 
fought its way into international law, till now it is uni- 
versally recognized.® Starting with the Congress of 


F 9. President Wilson’s point relative to freedom of the seas, the only 
one not accepted by the Allies, was vague and had reference to a 
more careful regulation of the rights accorded belligerents in case of 
blockade. 
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Vienna in 1814, various European rivers and straits have 
been internationalized by express agreement. But free- 
dom of transit on territorial waters communicating with 
the sea had not yet been recognized as a principle of 
international law. The question of railroad rights for 
inland countries became vital at the time of the Balkan 
wars in 1912-13, when Austria categorically refused to 
allow Serbia access to the sea, tho won by force of arms. 

The internationalization of rivers and the establish- 
ment of servitudes for the benefit of inland countries 
proceeded apace at the Paris Peace Conference; and 
furthermore an interallied conference for the conclusion 
of conventions regarding the régime to be applied to 
transit and to navigable water-ways, ports, and railways 
of international importance, was envisaged, as is evi- 
denced by the fact that a priori adhesion to the pro- 
visions of such conventions, provided they met with the 
approval of the League of Nations, was exacted from the 
Central Powers.' Such a conference met at Barcelona 
on March 10, 1921; several conventions were signed, 
and a permanent international transit organization with 
periodic conferences was established under the League 
of Nations. This question has thus been adequately 
handled and future development provided for. 

It is the third great principle, that of equality of trade 
conditions, which principally concerns us here. As 
among private persons one cannot force another to pur- 
chase products that the latter prefers making himself, 
even at great sacrifice in wasted effort, so no state can 
demand as a recognized right that other states reduce 
their tariffs to allow the importation of its products. 
But municipal law does penalize unfair competition and 
forbids differential prices; analogously, in the interna- 


1, Styled the “‘ Disposition particuliére”’: Treaty of Versailles, Article 
379; Saint Germain, 331; Trianon, 314; Neuilly, 248. 
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tional field unfair practice, dumping, and discrimination 
in customs duties give ground for complaint. The idea 
of an international tariff commission to supervise such 
matters was discussed, but never got any further than 
informal proposals on the part of American delegates 
to the Peace Conference.’ 

The fundamental disagreement between President 
Wilson’s third point concerning equality of trade con- 
ditions and the ideas inherent in the resolutions of 


the Paris Economic Conference was finally bridged by — 
means of a compromise proposed by the French. They 4 


declared that equal treatment, while excellent in theory, 
might often be very disadvantageous in practice. They 
based their contention partly on their experience with 
the Treaty of Frankfurt, but more on the fact that, 
under equal treatment, the countries ravaged by the 
war would really be at a disadvantage during the period 
of reconstruction as compared with those whose indus- 
trial plant had been left intact. Thus in the wording of 
the League Covenant, they succeeded, as a permanent 
measure, in substituting “‘equitable treatment’ for 
“equal treatment,” and, as a temporary one for the 
period of reconstruction, in securing the addition of a 
supplementary clause relating to the devastated re 
gions. The part of Article XXIII of the Covenant 
under discussion reads: “‘. . . the Members of the 
League . . . will make provision to secure and main- 
tain . . . equitable treatment for the commerce of all 
Members of the League. In this connection, the special 
necessities of the regions devastated during the war of 
1914-1918 shall be borne in mind.” 
The devastated-regions argument, which was worked 


2. The idea was incorporated in preliminary drafts, but was omitted 
in the first draft made public, namely, the so-called draft of the American 
Experts, made public in Senate Hearings, 66th Congress, 1st Session, 
Senate Document No. 106, pp. 8, 9. 
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| to death during the Paris negotiations, necessitated a 
change of front as regards the desire, formulated in the 
resolutions of the Paris Economic Conference, tem- 
pporarily to exclude the Central Powers from most- 

f favored-nation treatment. Instead, the Central Powers 
were required to grant the Allies most-favored-nation 

treatment, thus preventing their retarding the recon- 
struction of the devastated regions through discrimina- 

- tion; whereas the Allies were left free, if they saw fit, to 

- protect themselves from ex-enemy competition by dis- 

‘criminatory rates without any fear of retaliation. 

- Furthermore the states required to sign treaties guaran- 
teeing just treatment to national minorities within 
their territory, the so-called Minority Treaty States, 
were required to grant to all the Allies as favorable 

. rates as to ex-enemy powers.*? There was considerable 

discussion as to the period to be adopted for these pro- 

visions, but it was finally agreed to make it five years, 
with the possibility of prolongation for a maximum of 
five years more by majority vote of the Council of the 

League. In many other respects, as in the field of tran- 

sit, the Central Powers were pledged to accord the 

Allies either national or most-favored-nation treatment, 

unilaterally and for a like period, but with slightly dif- 

ferent provisions concerning prolongation. Since such 
clauses in the treaties were largely superseded by the 

Barcelona conventions, the question of prolongation 

was never raised. 

Some of the American and British delegates at the 


3. Polish Minority Treaty, Article 15; Yugoslavian, 13; Czecho- 
slovakian, 17; Roumanian, 13; Greek, 17. Paragraph 2 of each article. 
It will be noted that the other four states must in addition extend any 
concessions granted to Czechoslovakia, in case the latter takes advan- 
tage of the disposition in the Treaty of Saint-Germain and concludes 
a preferential treaty with Austria—that is, Czechoslovakia must choose 
between Austria and the other Minority Treaty States, but principally 
Poland, as regards preferential treaties. 
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Peace Conference had hoped to arrive at the conclusion 
of some sort of a multilateral commercial convention, 
but such a result proved impossible on account of the 
unbridled economic nationalism awakened by the war, 
and of the movement for political self-determination, 
particularly in the newly created or tremendously en- 
larged countries of Central and Eastern Europe. These 
delegates were, therefore, willing to accept, as a sub- 
stitute, the forcing of their ideas, unilaterally and for a 
temporary period, on the conquered states, in the hope 
that the Allies and neutrals would meanwhile be led to 
adopt the same principles. Furthermore, the Minority 
Treaty States were required to pledge themselves ‘‘to 
make no treaty, convention or arrangement and to 
take no other action which would prevent joining in any 
general agreement for the equitable treatment of the 
commerce of other States that might be concluded un- 
der the auspices of the League of Nations within five 
years from the coming into force of the Minority Trea- 
ties.” * But neither the Minority Treaty States nor the 
ex-enemy ones were required, as in the case of the con- 
ventions in respect to transit, to pledge a priori adhesion 
to such an agreement if concluded. The way was left 
open for a multilateral economic convention, but noth- 
ing more. 

The German delegation at Paris attempted to turn 
the flank of the unilateral peace clauses by demanding 
immediate entrance into the League of Nations, believ- 
ing that these clauses would be inconsistent with 
Article 23 of the Covenant. Tho this very contin- 
gency seems amply provided for in the rider attached 
to the article by the French, concerning the devastated 
regions, this consideration was of influence in keeping 
Germany out of the League until the five-year period 


4, Paragraph of same articles as in preceding note. 
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had elapsed. Foreseeing the failure of these tactics, the 
German delegation also conducted a direct attack on the 
unilateral clauses, declaring that they were not in con- 
sonance with President Wilson’s points, and proposing 
mutual most-favored-nation treatment for a temporary 
period, preferably less than five years. Both France 
and Germany, harboring unpleasant memories of Article 
11 of the Treaty of Frankfurt, were fighting shy of en- 
gagements in perpetuity. 

The Allies, in their reply, stated that President Wil- 
son’s pronouncements ‘‘must be interpreted as relating 
to the permanent settlement of the world,” that “the 
establishment of a purely transitory régime necessarily 
differing from that contemplated in a final settlement 
was in no way in conflict with such ideas,’ and further 
that, so far as Article 23 was concerned, ‘‘‘equitable 
treatment for the commerce of all members of the 
League’ required that Germany should temporarily be 
deprived of the right she claimed, to be treated on a foot- 
ing of complete equality with other nations.”’ 5 

The other Central Powers followed the same tactics as 
Germany — in general, with the same lack of success. 
On one point, however, the Allies made considerable 
concessions, namely as regards the lessening of the eco- 
nomic shock caused by the dissolution of the Austro- 
Hungarian pre-war economic unit. Mr. Lansing states 
that along with the three most important problems — 
self-determination, free outlet to the sea, and the dis- 
armament of Germany — he ‘“‘later . . . realized that 
another factor should be given as important a place in 

5. Allied Note of June 16, 1919. The German notes and Allied replies 
may be found in Kraus’s Urkunden of the peace negotiations, published 
in two volumes (above citations are in vol. i, p. 641); the Austrian notes, 
in Notes de la Délégation de la République d’Autriche, published by the 
Austrian government; and the Hungarian ones, in Les Négociations de 


la Paix hongroise, vol. i, published by the Hungarian Ministry of Foreign 
Affairs. 
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the terms of the peace . . . namely, the economic inter- 
dependence of adjoining areas.’’* In respect of Austria 
and Hungary, therefore, the Allies consented to make the 
last two years of compulsory most-favored-nation 
treatment conditional upon reciprocity — that is, uni- 
lateral most-favored-nation treatment for three years 
only; then bilateral, at the option, as regards itself, of 
each individual Allied power, for the remaining two years 
plus any eventual prolongation. Furthermore, Austria 
and Hungary were allowed to grant each other and 
Czechoslovakia special reductions for the five-year 
period, that need not be generalized.’ Such concessions 
as the Allies granted were, however, relatively insignifi- 
cant in comparison with the wide-reaching measures 
demanded by Hungary — measures that envisaged a 
transitory régime of free trade with ceded territories for 
a duration of fifteen years. 

But even the alleviation thus granted was never taken 
advantage of, because of accentuated economic na- 
tionalism, and of the introduction of the prohibition 
and licensing system, and further because of the dispro- 
portionate amount of negotiation, in comparison with 
the limited duration permitted, that would be necessary 
to conclude such preferential treaties. Immediately 
after the war, when Czechoslovakia and, especially, 
Austria were in dire need of importing Hungarian food- 
stuffs, in exchange for their manufactures, Hungary did 
make overtures to both, but demanded inacceptable 
frontier readjustments as a recompense for her tariff 
reductions on manufactured articles. 

The unilateral most-favored-nation provisions as re- 
gards import and export duties were no less ineffective 

6. Robert Lansing, The Peace Negotiations, a Personal Narrative. 
New York, 1921. 


7. Treaty of Saint Germain-en-Laye, Article 222; Treaty of Trianon, 
Article 205. 
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in practice. The Central Powers immediately generalized 
the rates obtained by the Allies to all other nations and 
then introduced the system of prohibitions and licenses. 
Such action was perfectly allowable, provided that the 
prohibitions were applied to all alike,* and that in the 
procedure adopted for apportioning licenses no dis- 
crimination be allowed to enter, even by indirect means.°® 
But the just apportioning of licenses is extremely diffi- 
cult: there is no generally recognized basis of appor- 
tionment; and even with the best of intentions on the 
part of the higher responsible officials, in practice the 
chances of discrimination creeping in are almost untold. 
In fact the application of the most-favored-nation 
clause to contingents and licenses was found so difficult 
that the exclusion of the former was generally practised 
and recognized in Central Europe, and the latter were 
expressly excepted in resolutions, passed by the Succes- 
sion States but never ratified.! 

As a result, the Allies could see no particular advan- 
tage in requesting the Council of the League to consider 
the advisability of extending the provisions beyond the 
five-year period. Thus on January 10, July 16, and 
August 9, 1925, and July 26, 1926, — or five years after 
the exchange of ratifications of the four-peace treaties, 
— Germany, Austria, Bulgaria, and Hungary were 
respectively freed from the unilateral obligations. It is 
true that the compulsory unilateral feature ran out two 
years before in the case of Austria and Hungary, but 
these countries nevertheless felt themselves hampered 
in their commercial negotiations for the remainder of 
the period by the inability to refuse most-favored-nation 

8. Paragraph 2 of the first article under the heading Economic 
rm in all four of the peace treaties. (Treaty of Versailles, Article 


9. Ibid., second article (Versailles, 265). 
1. At the Portorose Conference, mentioned later on. 
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treatment to an ex-enemy state unless the latter pre- 
viuosly refused it to them. 

Furthermore, the other object envisaged when the 
five-year provisions were devised. namely, the allowing 
of a breathing space, during which national sentiment, 
inflamed by the war, could cool down, and the conclu- 
sion of a multilateral agreement, or the formation of a 
network of bilateral treaties, such as existed before the 
war, could be effected — this object had likewise not 
been attained. France, under the shelter of the uni- 
lateral clauses, which assured her most-favored-nation 
treatment on the part of Germany, her biggest customer, 
had attempted to introduce a system of reciprocity; 
Spain had followed suit; and the two together had, so 
to speak, succeeded in sabotaging the international 
movement in support of a multilateral convention. 
Furthermore, since in view of the generalizations prac- 
tised by the Central Powers there was no pressing 
necessity, even for neutrals, of concluding tariff treaties 
with them, a big hole in the European treaty network 
remained unpatched. 


III 


France’s adoption of the system of reciprocity was 
caused partly by the failure — as a result of which she 
felt that she must turn to self-help — of the movement 
for a continuation of international control over essen- 
tial raw materials and foodstuffs at the Paris Peace 
Conference, and partly by the culmination of a long- 
fought contest against the most-favored-nation clause. 
France’s position in international commerce is peculiar; 
she may be called the retail store of the world. Her 
products are unique, mostly luxuries. Mere most- 
favored-nation treatment received from other countries 
in which French export articles are highly taxed for 
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fiseal, social, or other reasons, is therefore hardly an 
equivalent for like treatment in the highly consumptive 
French market. 

The new French system was inaugurated by means 
of the tariff law of July 29, 1919, rushed through the 
French Chambers with no discussion whatever, even 
before the Peace Conference ended. This law, ap- 
parently innocuous, consisted of merely a two-para- 
graph addition to the first article of the basic law of 
1892, by virtue of which the government could thence- 
forth grant intermediate rates expressed in a percentage 
reduction of the spread between the two schedules.” 
The adoption of the principle of reciprocity was stipu- 
lated in the government’s proposals, and outlined in 
the committee reports of the Chambers. Before the 
war the government was authorized only to grant inter- 
mediate rates in special cases, for each of which a new 
law was passed ; * now an inexhaustible field for differen- 
tiation was open to it. 

France’s plan was to try the system first on the eco- 
nomically weaker states and then proceed progressively 
io the stronger, confronting each new commercial op- 
ponent with the fait accompli of previously negotiated 
treaties, until finally, at the end of five years, she would 
add a treaty with Germany as the keystone to the arch. 
The system encountered obstacles in the very first 
treaty concluded, that with Czechoslovakia of Novem- 


2. “Le Gouvernement est autorisé 4 négocier avec les pays étrangers, 
pour une durée déterminée, la concession de réductions de droits sur le 
tarif général calculées en pourcentage sur l’écart existant entre ce tarif 
de droit commun et le tarif minimum.” The second paragraph deals 
with procedure for parliamentary ratification. Journal Officiel de la 
République Frangaise, July 31, 1919; Partie Officielle, p. 7953. 

3. Law of March 19, 1910 maintaining in force the old maximum 
rates, now become intermediate due to a raising of the maximum, on 
products of the United States. A similar arrangement was made as 
regards Canada. 














458 QUARTERLY JOURNAL OF ECONOMICS 


ber 4, 1920, in which the French negotiators, while they 
obtained complete most-favored-nation treatment, had 
to grant it on their part, so far as concerns percentage 
reductions accorded Czechoslovakia. This treaty, how- 
ever, failed of ratification and its successor, signed 
August 17, 1923, obviated this difficulty.t Subsequent 
conventions with the new Baltic States were generally 
successful. France obtained most-favored-nation treat- 
ment and reductions, while granting her own minimum 
rates, which imply most-favored-nation treatment, on 
but a few of the other country’s most important exports, 
and percentage reductions without most-favored-nation 
treatment on a few others. These countries, however, 
gave tit for tat to the extent of refusing to relinquish 
their autonomy, granting only percentage reductions 
from their general rates. 

France succeeded in stalling off the movement in 
support of the most-favored-nation clause at the Genoa 
Conference in the spring of 1922; but after a pronounced 
success a few months later in a treaty with Spain (July 
8, 1922), a country indorsing the same policy of recipro- 
city, France’s way became thornier and thornier, till the 
final negotiations with Germany completed the lacera- 
tion of the system as regards reciprocity. As regards 
the autonomous character of her tariff, France has man- 


4. But France still agreed to grant Czechoslovakia as favorable rates 
on the percentage-reduction list as she might grant to bordering states 
with whom she had been at war; i. e., Germany, Austria, and Hungary. 
She made a similar arrangement with Canada as regards concessions to 
the United States. This practice constitutes regional exceptions to 
reciprocity. The converse, regional exceptions to the most-favored- 
nation clause, such as the time-honored and generally recognized pref- 
erential arrangement between Spain and Portugal, is more generally 
practised since the war, because of the balkanization of Europe; but as 
yet only one preferential treaty exists in Europe, namely that of October 
29, 1921, between Finland and Esthonia. Even Spain and Portugal have 
denounced their former preferential treaty and have not been able to 
agree upon another. 




















COMMERCIAL POLICY IN POST-WAR EUROPE 459 


aged to maintain her position more successfully than 
before the war.® 

The influence on other countries of French post- 
war procedure has been considerable. Spain adopted 
reciprocity wholeheartedly, but found it impossible to 
negotiate treaties without granting concessions below 
her second column. A law was therefore promulgated, 
on April 22, 1922, permitting the granting of reductions 
limited to 20 per cent of the second-column rates, and 
authorizing the government to concede even greater 
ones if effected within a period of one year — a power 
subsequently granted again for a second year. The in- 
dustrial interests of Catalonia, becoming alarmed at the 
increasing number of concessions exceeding 20 per cent 
in subsequent treaties, were largely instrumental in the 
coup d@’état that established the present military direc- 
torate, which thereupon allowed the obnoxious tem- 
porary authorization to run out without further re- 
newal. The new government, no longer legally able to 
grant reductions of over 20 per cent, now even excludes 
from most-favored-nation treatment such past reduc- 
tions as were conceded during the two years the au- 
thorization was in force, and furthermore is gradually 
doing away even with those by recasting, as occasion 
offers, the treaties that contain them. Thus the reci- 
procity feature is disappearing, and Spain is gradually 
returning to her elastic maximum and minimum system 
of pre-war days. 

In Italy developments were more or less simultaneous 
with those in France. A royal commission, appointed 
just before the outbreak of the war, to work out a system 
for the negotiation of treaties to take effect after De- 


5. The autonomous character of a tariff is of less importance since the 
war, because of the fact that post-war commercial conventions are ter- 
minable almost at will. 
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cember 31, 1917, — the date when the whole network 
of pre-war ones was to lapse, — finally recommended, 
on May 22, 1917, the adoption of the Méline system 
with the addition of preferential concessions below the 
minimum schedule. The findings of the commission 
preceded, to be sure, the French post-war law, but not 
certain proposals, on which the latter was largely based, 
published February 22, 1917, by the Commission Tech- 
nique de Préparation économique et dowaniére of the 
Association de l Industrie et de l Agriculture frangaises. 
The Italian commission’s recommendations precipitated 
a severe parliamentary struggle, in which the defenders 
of the pre-war general-conventional system finally won. 
In treaties concluded during the period of doubt, the 
government included a unique clause agreeing to grant 
most-favored-nation treatment in case such treatment 
were in future granted to any third party — that is, 
most-favored-nation treatment as regards most-favored- 
nation treatment.® Since the time the reciprocity 
movement met a definite reverse in the introduction of 
the new tariff by decree of June 30, 1921, Italy makes a 
general practice of granting or excluding most-favored- 
nation treatment on specific lists of tariff positions. 

As regards smaller states, Portugal adopted a system 
similar to France’s pre-war one in theory, but, to pro- 
tect her minimum schedule intact, found it necessary to 
grant 25 per cent reductions on shipping dues. Jugo- 
slavia introduced a double tariff, but the law expressly 
states that the minimum may be consolidated or re- 
duced by fixed concessions. Greece has a similar tariff, 


6. Provisional agreement with Hungary of August 31, 1920, Article 
14, in which the Italian government reserves the right to examine the 
possibility of granting Hungary the clause when and if it should accord 
such treatment to a third power situated in conditions analogous to those 
of Hungary. See also the treaty with Czechoslovakia of March 23, 1921, 
Article 8. 
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tho the authorization to grant reductions below the 
minimum came as a result of unsuccessful treaty nego- 
tiations, and such concessions are to be extended only 
on a guid pro quo basis, that is, in accordance with the 
conditional interpretation of the most-favored-nation 
clause. Norway’s pre-war double tariff has degenerated 
into nothing more than a single-line tariff with fighting 
rates, the system in general application in Northern 
Europe; while Roumania, with the example of France 
and other Balkan states before her, has introduced fight- 
ing rates under the misnomer of a double tariff; and 
even in Denmark the question of such a tariff has been 
until recently a live political issue. 

This wave of reciprocity, autonomy, and double 
tariffs has produced a reaction on the part of states 
otherwise sponsoring the general-conventional or single- 
schedule system. The Central Powers (except Austria, 
which is in a very special position) have adopted a 
policy of do ut des, granting most-favored-nation treat- 
ment only to the extent that they receive it. Poland 
and Finland, tho granting France most-favored-nation 
treatment while not receiving it, caught the reciprocity 
fever themselves as a result of the negotiations, and for 
some time succeeded in withholding from other coun- 
tries some of their concessions to France.’ Occasionally 
general-conventional countries refuse to bind their 
rates except to the extent that other contracting parties 
do;* and Norway threatens to use her maximum or 
fighting schedule even against countries that apply 
their bona fide maximum to all countries alike, without 

7. Poland still withholds some of the French concessions from Aus- 
tria. Cf. Treaty of September 25, 1922, Protocole Finale, Article 8, 
paragraph 2. 

8. The best example is the treaty, signed April 23, 1925, between 
Poland and Czechoslovakia, in which the latter country, tho employing 


the general-conventional system, fixes rates only to the extent that 
Poland can bring herself to do the like. Cf. Articles 10 and 11. 
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discrimination. In Belgium the spirit of do ut des has 
reached its culmination in the actual adoption of a very 
complex double-tariff system, apparently for no other 
reason than to counter double tariffs used by other 
countries. 


IV 


But while the main post-war developments have 
taken place in the commercial policies of the separate 
states and in the compromises effected between the dif- 
ferent systems in bilateral treaties, the movement for 
a multilateral commercial convention has by no means 
been entirely dormant. 

In the fall of 1920, because of the currency deprecia- 
tion, the subsequent dislocation in the exchanges, and 
the financial straits of European governments, an inter- 
national financial conference composed of economic 
experts was called at Brussels, under the auspices of the 
League of Nations, for the purpose of presenting rec- 
ommendations best designed to relieve the situation. 
Other economic problems, such as those concerning 
transit and trade, were excluded from the agenda, but 
the conference, on convening, found that other subjects 
would nevertheless have to be discussed in so far as 
they were interwoven with questions of public finance. 
An international Trade Committee was therefore ap- 
pointed, which prepared a series of six resolutions—sub- 
sequently passed without alteration in the plenary ses- 
sion — the first three of which dealt with commercial 
relations. The first stated that peace and an assurance 
of its continuance were necessary for the development 
of trade; the second, besides stressing the necessity of 
a restoration of good-will, repeated, in accordance with 
the desire of the British delegate on the committee, a 
declaration of the Supreme Council of March 8 of that 
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year, to the effect that the Succession States of the 
Austro-Hungarian Empire should give up their accen- 
tuated nationalism as applied to commercial matters. 
The reason behind this resolution was that otherwise 
British bankers were loath to make loans to rehabilitate 
the financial position in those states. The third resolu- 
tion, after recommending in general a return to ‘‘that 
freedom of commerce which prevailed before the war,” 
included an appeal, instigated by an Italian delegate, for 
“the withdrawal of artificial restriction on, and dis- 
criminations of price against, external trade.” Italy 
was still at this time continuing her attack against ex- 
port duties and the monopolization of raw materials. 

Tho the resolutions passed by the experts were not 
binding, the League was authorized to circularize all 
members after the lapse of two years, in order to find 
out to what extent they had complied with the recom- 
mendations. This ‘‘follow-up” procedure had con- 
siderable effect in influencing states to adopt requisite 
measures, and also necessitated the formation of the 
Temporary Economic and Financial Commission of the 
League of Nations, which commission, contrary to ex- 
pectations, continues functioning to the present day. 
At the time it was thought that the League would 
shortly call a general economic conference to deal with 
questions not adequately treated at Brussels; but the 
League was placed under no obligation to do so by the 
Peace Treaties or subsequent conventions, and the oc- 
casion, upon mature consideration, did not appear to be 
sufficiently propitious. 

The Barcelona conference, already mentioned as 
envisaged in the Peace Treaties, was also called under 
the auspices of the League to consider the ‘measures 
which might be taken by the Members of the League in 
fulfilment of the part of Article 23 of the Covenant 
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which concerns freedom of communications and tran- 
sit.” Brazilian and Uruguayan delegates, however, 
pointed out that equal treatment in transit matters 
could not be accorded to foreign shipping unless the 
countries so doing had some assurance that foreign 
ships would not discriminate against their products. 
Thus the part of Article 23 relating to international 
trade was brought into play. The movement culmi- 
nated, in one of the closing plenary meetings, with a 
declaration, presented by Poland and signed by twenty- 
two states, requesting that ‘‘the attention of the Council 
and Assembly of the League be called to the desirability 
of defining as soon as possible such principles as would 
assure the equitable treatment of commerce.” 

The Council, after voicing its approval, referred the 
matter to the Assembly, which in turn instructed the 
Economic and Financial Commission of the League to 
‘continue its labors in the most appropriate manner to 
bring about as rapid and general an application as pos- 
sible of the principle of the equitable treatment of com- 
merce.”’ A Japanese delegate had proposed instructing 
the Commission to prepare a draft general convention 
applying this principle, to be submitted to the Council 
before the next Assembly; but British and French dele- 
gates were not in favor of such rapid and definite action 
— with the result that the above compromise was ar- 
rived at. 

While the work of the Economic and Financial Com- 
mission was in its preliminary stages, other events, 
culminating in the Genoa Conference, intervened and 
changed the whole plan of campaign. One of the reso- 
lutions of the Brussels Conference had recommended 
that the Succession States codperate better econom- 
ically. A few weeks thereafter the American repre- 
sentative on the Austrian Section of the Reparations 
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Commission proposed getting these states to hold a 
general economic conference among themselves. Va- 
rious economic and political hindrances caused delay, 
and it was fully a year before the Conference finally 
met, in the fall of 1921, and passed a protocol (which, 
however, was never ratified) dealing especially with 
commercial relations. Article VII of the Protocol is of 
interest since it expressly states that, whereas most- 
favored-nation treatment shall apply to all formalities 
connected with the granting of licenses in a system of 
prohibitions, it shall not apply to the nature or quantity 
of goods thus licensed. 

Shortly thereafter the Allies, at the Cannes Confer- 
ence of January, 1922, decided to convene a general 
economic conference themselves. The agenda were 
agreed upon at Cannes, and a meeting of economic ex- 
perts was called at London to draw up a series of draft 
resolutions as a basis for discussion. These experts of 
the big powers could not attain unanimity concerning 
the most-favored-nation clause, but recommended the 
ratification of the Portorose Protocol by the Succession 
States. The Little Entente, after convening post-haste 
for consultation at Belgrade, presented at Genoa a joint 
refusal to ratify the Protocol unless the Great Powers 
took similar measures. A complete impasse resulted. 

At first, Great Britain and Japan hoped that the 
Genoa Conference would draw up a draft convention; 
but the views of the various participating governments 
— for this was a conference of plenipotentiaries and not 
of independent experts as at Brussels — were so at 
variance that the work of the Conference finally de- 
generated into the passing of conciliatory resolutions 
riddled with reservations and in some cases almost self- 
contradictory. The latter feature is particularly evident 
in the resolutions of the Economic Commission of the 
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Conference, concerning commercial policy. The French 
delegates were instructed by their government to agree 
to nothing in opposition to the economic clauses of the 
Peace Treaties. They were therefore doubly wary of 
the attempts of other states, particularly ex-enemy 
ones, to have most-favored-nation treatment included 
as a principle in the resolutions; and made stirring ap- 
peals for equity, as opposed to equality, in international 
commercial relations. Out of the conflict between the 
adherents of reciprocity and the most-favored-nation 
clause, a conflict more hotly contested and with more 
oratorical broadsides than at any previous conference, 
emerged the following gem of a resolution: 

The Conference recalls the principle of the equitable treatment 
of commerce set out in Article 23 of the Covenant of the League of 
Nations, and earnestly recommends that commercial relations 
should be resumed upon the basis of commercial treaties, on the one 
hand resting upon the system of reciprocity adapted to special cir- 


cumstances, and on the other hand containing, so far as possible, the 
most-favored-nation clause.°® 


To be sure, the majority of the states, in appended notes, 
declared that most-favored-nation treatment was the 
goal at which they should aim, and that the signing of 
express treaty obligations preventing the extension of 
such treatment to third parties was undesirable; but 
these notes called forth a flock of reservations from the 
other states. 


V 


On the whole, the Genoa Conference rang the death 
knell of the oft-mooted multilateral commercial con- 
vention, as well as of general recognition for the most- 
favored-nation clause. The League of Nations decided 

9. Report of the Third (Economic) Commission of the Genoa Con- 


ference, chap. 1, article 9. Printed in British Parliamentary Papers 
1922, Cmd. 1667, p. 72. 
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that it would have to follow a modest program and con- 
centrate only on such technical aspects of the question 
as were sufficiently ripe for international treatment — 
such, for example, as customs formalities, to deal with 
which a special conference was convened. The effect 
and partial intent of this procedure was to drive dis- 
crimination out into the open by narrowing its field to 
customs duties. The larger questions of commercial 
policy were left to the interplay of numerous bilateral 
negotiations, the most important of which were those 
occurring, after the lapse of the five-year period, be- 
tween the countries sponsoring reciprocity and the 
Central Powers. 

Italy refused Germany most-favored-nation treat- 
ment on a list of strategic articles; so Germany likewise 
refused Italy such treatment on another list, which, 
however, was picked more in view of complying with 
Germany’s policy of do ut des than of actually harming 
Italian imports. 

The first treaty between Germany and Spain was 
ratified by the German Reichstag, for the sake of form, 
and then immediately denounced. In its successor, 
Spain has accorded most-favored-nation treatment 
complete, except for existing concessions of more than 
20 per cent below her second column, and has further- 
more, I believe, given the assurance that she will do 
away with such concessions as expeditiously as cir- 
cumstances permit. Germany grants Spain most- 
favored-nation treatment with no reserves; for German 
negotiators, not particular about form, are perfectly 
willing to give most-favored-nation treatment ex- 
plicitly, provided they receive it in substance. 

In the negotiations with France that have been drag- 
ging on with frequent intermissions for over two years, 
a final understanding has been reached on the question 
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of the most-favored-nation clause. Germany, in accord 
with her policy, will grant France most-favored-nation 
treatment without reserve; France in return is willing 
to admit all the articles that Germany exports to France 
at the minimum rates — a concession that amounts in 
practice to the same thing. But the French government 
is nevertheless still able to go before the Chambers and 
maintain that it has upheld the tariff law of 1919. 
Whether, for the sake of form, an unimportant list of 
percentage reductions on articles Germany is not par- 
ticularly interested in — and on which most-favored- 
nation treatment need not be granted — will be added 
to the final treaty is uncertain but quite probable. 
Since other double-tariff countries entertain no funda- 
mental principle against granting most-favored-nation 
treatment, with them Germany experiences but little 
difficulty. 

Hungary has quite consistently followed Germany’s 
policy of do ut des, granting most-favored-nation treat- 
ment only in so far as she receives it. Bulgaria has as 
yet concluded no commercial conventions, strictly 
speaking, but is awaiting the outcome of the German 
negotiations. Austria’s economic position is so pre- 
carious that practically she has to content herself with 
whatever treatment other states mete out to her, tho 
she has recently introduced a considerably greater de- 
gree of protection, partly with the object of facilitating 
negotiations aimed at obviating present discriminations 
against her. 

In view of the cessation of the unilateral provisions 
of the Peace Treaties and the gradual elimination of 
reciprocity and discrimination in the interplay of bi- 
lateral negotiations, the time at last seems ripe to those 
in close touch with developments for a serious attempt 
at a general economic conference, similar to the Brussels 
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rather than the Genoa one — that is, a well-prepared 
conference of experts whose recommendations shall 
carry only the weight of prestige, but may if desired be 
“followed up”’ at intervals, instead of a partially pre- 
pared gathering of plenipotentiaries striving to conclude 
a binding agreement. The French government, em- 
bracing the idea, laid it as a definite proposal before the 
1925 Assembly of the League of Nations and, in the 
hope of alleviating the imminent stabilization crisis 
threatening French industry, particularly stressed the 
desirability of forming international cartels. Since 
France found it necessary, during the treaty negotia- 
tions with Germany, to conduct at the same time con- 
versations between the metallurgical interests of the two 
countries, the device of international cartels as a means 
of alleviating clashes of economic nationalism was not 
unfamiliar. It should be noted, however, that this de- 
vice is designed only to relieve temporarily branches of 
industry overdeveloped by the abnormal demands of 
the war until the necessary readjustments can be ef- 
fected; whereas the question of the equitable treatment 
of international commerce is fundamental and perma- 
nent. 

The League of Nations finally accepted the French 
proposal; a preparatory committee of experts specially 
chosen by the Council met twice at Geneva during the 
course of 1926; and the final conference of experts —to 
be appointed in this case by the various governments— 
is definitely scheduled to convene on May 5 of this year. 
While the agenda have been so devised as not to exclude 
from discussion any economic subject that the states 
participating may desire to raise, special attention 
therein has naturally been given to international com- 
merce and the conditions of production in the leading 
industries of the world, including agriculture. Whether, 
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as a result of the coming conference, the most-favored- 
nation clause will be ushered back into European com- 
mercial relations by the front door, instead of being 
obliged to sneak in by the back, remains to be seen. 
The fact, however, that the French experts on the 
preparatory committee have been careful to prevent the 
question of its reintroduction being expressly mentioned 
in the agenda, is symptomatic. 
, H. Van V. Fay. 


GENEVA, SWITZERLAND. 

















THE MONETARY THEORY OF THE TRADE 
CYCLE AND ITS STATISTICAL TEST 


SUMMARY 


Experience revealed the trade cycle; deductive explanations followed 
and were invented to fit the statistical evidence, 471. — The trade cycle 
is above all a periodical fluctuation in manufacturing activity and in the 
price level, the two fluctuating together, 472. — Statistical records show 
the correspondence between the fluctuations of consumers’ outlay, 
prices, and production, while theory has arrived at the generalization 
deductively, 475. — Monetary theory of the trade cycle suffices to ac- 
count for periodicity of 7 to 11 years. The sequence of events, 477. — 
The theory depends upon the connection between currency in circulation 
and the gold supply; but since the War this condition has not been 
fulfilled, 478.—Tests of the capital-goods and money theories, 483. — 
Difficult to find statistical test of the psychological theory, 484. 

Tue Trade Cycle is an empirical discovery. That is 
to say, experience first showed periodical fluctuations 
to occur in the state of trade, and then economists set 
themselves the task of finding a deductive explanation 
of the phenomenon. 

The experience was not in the first instance statisti- 
cal. In 1837, when Jones Loyd (afterwards Lord Over- 
stone) wrote his often-quoted description of the cycle, 
very little statistical material was available. ‘‘The 
history,’”’ Jones Loyd said, “‘of what we are in the habit 
of calling ‘the state of trade’ is an instructive lesson. 
We find it subject to various conditions which are peri- 
odically returning; it revolves apparently in an estab- 
lished cycle. First we find it in a state of quiescence 
—next, improvement —growing confidence— prosperity 
— excitement — overtrading — convulsion — pressure 
—stagnation — distress — ending again in quiescence.” 

Jones Loyd was generalizing from the experience since 
471 
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the Napoleonic wars. The climax had been reached by 
three successive cycles, in 1818, in 1825, and in 1836. 
Since his day an ever-increasing wealth of statistical 
evidence has enabled us to describe the characteristics 
of the cycle with growing fullness and precision. 

Theories of the trade cycle have, one and all, been 
invented to fit the statistical evidence. That in itself 
makes a statistical test to discriminate among them 
difficult. All those theories which palpably conflict with 
the known statistics have already been rejected or ought 
to have been. If a crucial test as between any two of 
those which survive is to be found, either it must be 
some fact not taken into account by the holders of the 
theory which it disproves, or there must be a flaw in the 
deductive argument by which they reconciled their 
theory with the fact. In fact, the application of a statis- 
tical test is not a purely inductive process; there is nearly 
always room for doubt as to the validity of some part 
of the deductive argument by which it is shown what 
statistical results ought or ought not to follow from the 
doctrine to be tested. 

The monetary theory of the trade cycle includes two 
principal theses: (1) that certain monetary or credit 
movements are necessary and sufficient conditions of the 
observed phenomena of the trade cycle, and (2) that the 
periodicity of these phenomena can be explained by 
purely monetary tendencies, which cause the move- 
ments to take place in succession and to be spread over 
a considerable period of years. 

Whatever other characteristics the trade cycle may 
have, it is, above all, a periodical fluctuation in produc- 
tive activity and in the price level. The fluctuation in 
productive activity may be obscured by fortuitous 
causes affecting production, such as labor disputes, 
wars, or variations in the yield of crops arising from 
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natural causes. Variations in the yield of crops are not 
part of the cyclical fluctuations. Some writers (like 
Jevons) have Srgued that they are causally related to 
the cyclical fluctuations in that they influence produc- 
tive activity in other industries, but that is a different 
matter. The fluctuations which are part of the trade 
cycle are fluctuations in the output of manufacturing 
industries. They are alternations of active periods, 
when production is at or near capacity, with slack 
periods, when it is below capacity. The best statistical 
measure of them is to be found in the percentage of 
unemployed. An index of the volume of manufacturing 
production will usually serve as well, if it is really com- 
prehensive. But if changes occur in capacity, it becomes 
misleading. ‘‘Capacity” here means not the maxi- 
mum capacity of the available plant, but the maximum 
capacity of so much of the available plant as could be 
manned by all the available labor. 

Fluctuations in the price level may also be obscured 
by natural scarcity or plenty. But the statistics them- 
selves show that index numbers are not so seriously 
modified by non-monetary causes as to prevent the 
cyclical fluctuations standing out clearly. 

The essential characteristic of the trade cycle is that 
maximum productive activity synchronizes with the 
maximum price level, and minimum productive activity 
with the minimum price level. That is itself a monetary 
phenomenon. If the consumers’ income and the con- 
sumers’ outlay (the aggregate income and expenditure 
of the community reckoned in monetary units) remained 
unchanged, the price level would rise when production 
falls and fall when production rises. The changes in the 
consumers’ income and the consumers’ outlay are none 
the less a monetary phenomenon, even if they are ac- 
companied with no corresponding changes either in the 

















474 QUARTERLY JOURNAL OF ECONOMICS 


unspent margin (the total stock of means of payment, 
whether money or credit), or in credit conditions. 

These monetary movements are a necessary condition 
of the trade cycle as we know it. That is a mere matter 
of arithmetic. But according to the monetary theory of 
the trade cycle they are not merely a necessary but a 
sufficient condition. 

This proposition depends upon monetary theory. It 
cannot be regarded as universally true without qualifi- 
cation. All that we can show is that in general the train 
of causes which bring about a contraction of the con- 
sumers’ outlay will be accompanied by reduced produc- 
tion, and the train of causes which bring about an ex- 
pansion of the consumers’ outlay will be accompanied 
by a stimulus to production. The stimulus to produc- 
tion will evoke an actual increase in productive activity 
if industry is not already employed up to capacity. 

It is not necessary here to elaborate the arguments 
by which these conclusions are arrived at. It is easy to 
see that the consumers’ outlay constitutes the effective 
demand for all products; that, when it contracts, sales 
at existing prices fall off; that orders for fresh supplies 
are curtailed and so production is reduced. A fall of 
prices is necessary to restore equilibrium, but this fall, 
while it is in progress, intensifies the reluctance of 
traders to hold stocks of goods or to buy forward. Like- 
wise, when the consumers’ outlay expands, sales are 
accelerated, orders are increased, production is stimu- 
lated, prices rise, forward purchases are encouraged. 

Most of the controversy in regard to monetary theory 
is concerned not with these causal chains, but with 
their relation to measures for regulating credit, such as 
changes in short-term interest and discount rates, or 
in the stock of money, or in the volume of short-term 


lending. 
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The statistical records of the trade cycle are them- 
selves a striking verification of the relation between 
consumers’ outlay and production. They are amply 
confirmed by the experience of monetary changes oc- 
curring outside the trade cycle. Countries with un- 
stable paper currencies have repeatedly found, both 
before the World War and since, that every fresh rise in 
prices is accompanied by active production, every reac- 
tion to lower prices, unless it be very fleeting, by de- 
pression. In fact, if the “‘catastrophe boom” and the 
“deflation crisis’”’ have become familiar to men of affairs 
at the present day, that is on empirical rather than 
theoretical grounds. Experience has of itself afforded 
the materials for a generalization which is hardly dis- 
puted. Theory has arrived at the same generalization 
deductively and independently. 

If it is not true universally and without qualification 
that rising prices stimulate production and falling prices 
retard production, that is because all such tendencies 
have a psychological side to them. The orders given by 
dealers to producers and the prices quoted to purchasers 
of their goods depend on their expectations. It cannot 
be said to be impossible that a fall of prices might keep 
pace with a contraction of the consumers’ outlay or 
even outstrip it, so that sales would not be diminished, 
and if dealers did not, at any moment, expect a further 
fall of prices, they would have no motive for restricting 
orders. In the same way, if the rise of prices more than 
kept pace with an expansion of the consumers’ outlay, 
there might be no increase in production. 

But such possibilities do not conflict with the general 
proposition that an expansion or contraction of con- 
sumers’ outlay is itself a sufficient condition for an ex- 
pansion or contraction of production. It may occa- 
sionally fail to have this effect, but that will only be 
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through a quite exceptional course of action being fol- 
lowed by the trading community. 

It should be clearly understood that up to this point 
we have not been arguing that the cyclical fluctuations 
in productive activity are actually caused by the cyeli- 
cal fluctuations in the consumers’ outlay. So far as the 
argument has gone, the fluctuations in productive ac- 
tivity might be the cause of the fluctuations in the con- 
sumers’ outlay, tho, if that were so, it would still be 
true that the latter fluctuations would tend to intensify 
the former. 

It is one of the disadvantages of the statistical method 
that a correlation between two varying quantities does 
not readily reveal which is cause and which is effect, or 
whether both are effects of some other cause. 

It is quite in accordance with currency theory that 
an increase (or decrease) in production should lead 
directly and immediately to an increase (or decrease) in 
the creation of credit, unless the banks interfere to pre- 
vent it, and that the increase (or decrease) in the crea- 
tion of credit should be accompanied by an increase (or 
decrease) in the consumers’ income and the consumers’ 
outlay. Consequently, while we have shown that, if an 
increase (or decrease) in the consumers’ outlay does 
occur, that is a sufficient condition for an increase (or 
decrease) in production, our arguments leave it still 
possible that the process may originate in production 
and not in the consumers’ outlay. 

Now there must be innumerable fortuitous changes 
in the volume of production constantly occurring, some 
large and some small. But they will not lead us to an 
explanation of the trade cycle unless they (whether 
singly or in combination) are periodical in their ac- 
tion. And not merely must they be periodical, but their 
period must be that statistically established, varying 
from about 7 to 11 years. 
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If there is to be a statistical test of the monetary 
theory of the trade cycle, the main function of the test 
will be to distinguish between that theory and any other 
which claims to account for the periodicity of the fluc- 
tuation in productive activity. 

Our first step must be to state the deductive basis of 
the monetary theory itself. What ground have we for 
expecting a periodical movement in the amount of the 
consumers’ income and the consumers’ outlay extend- 
ing over intervals of from 7 to 11 years? 

It may be admitted at once that there is no way of 
arriving at the number of years in the period by a priori 
reasoning. All we can hope to do is to show that pro- 
cesses are at work at a rate of progress not inconsistent 
with attaining their turning point after an interval 
approximating to that ascertained. 

The period for the observation of the trade cycle is 
the century which separated the Great War from Water- 
loo. It was a period of international metallic standards 
(bimetallic till 1872, and thereafter gold). The regula- 
tion of credit was in the hands of a limited circle of Cen- 
tral Banks and discount markets, the leadership coming 
more and more into the hands of the Bank of England. 
Specie was largely used in active circulation, and in the 
latter part of the period, when it was replaced in many 
countries by convertible paper money, the note issue 
required —by law or practice—a proportional gold 
backing. 

The reserves of the Central Banks were therefore 
always being drawn upon to meet the needs of active 
circulation. Gold passed from one country to another 
and back, and credit policy was directed in large measure 
to checking such international movements. But the 
reserve position of all gold standard countries together 
depended upon the demands for active circulation. So 
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long as some countries had redundant gold, they could 
supply the needs of those which ran short. If all were 
approaching the limits of safety, there was no resource 
left (consistently with the maintenance of the gold 
standard and the reserve law in which it was embodied) 
but to check the passage of currency into circulation. 

The periodical development of this position is the 
foundation of the monetary theory of the trade cycle. 
Under the conditions described, the absorption of cur- 
rency into active circulation was a very gradual process. 
If at any time there was a surplus of gold in reserve, the 
banks would be induced, for the sake of profit, to in- 
crease their lending. But any country which expanded 
credit faster than its neighbours would lose gold and 
have to slow down again. The countries which received 
the gold would then have the opportunity of expansion 
till they in turn went a little too fast. Thus those coun- 
tries which were slowest in expanding credit retarded 
the others, and had to be driven by heavy imports of 
redundant gold to join in the general movement. 

Not only was credit expansion in a complicated in- 
ternational system for this reason very gradual, but the 
absorption of currency into active circulation, which 
results from credit expansion, would lag far behind it. 
That is why an interval of several years invariably 
elapsed between the time when gold reserves were re- 
dundant and a credit expansion was started, and the 
time when gold reserves began to run short and the ex- 
pansion had to be checked. When the expansion was 
checked, the process of bringing currency back from 
circulation into the reserves was as slow as the preced- 
ing absorption. 

It is in these sequences of events that we must seek for 
statistical verification of the theory. The reserve posi- 
tions and note issues of the Central Banks, and the 
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measures taken by them from time to time are on rec- 
ord. It ought to be possible to obtain sufficiently com- 
prehensive statistics of imports and exports of gold for 
various countries in the period before 1914 to be able to 
compute their currency demands. With such materials 
the gold situation underlying the measures taken for 
relaxing or restricting credit could be revealed. 

Such an investigation would be very much simplified 
by the central position occupied by the Bank of Eng- 
land (especially since 1871). It is undoubtedly desirable 
to show how the currency demands of each gold-stand- 
ard country contributed to form the gold situation as a 
whole. But however imperfect the materials may be for 
other countries, the ultimate resultant of all demands 
is revealed in London, and it is in London that the re- 
quisite action is taken. 

A bare statistical compilation would be of little value 
in a subject of such complexity. It should be combined 
at every step with a record of the principal economic 
and political factors affecting credit, such as interna- 
tional movements of capital, crop conditions, wars and 
diplomatic crises, etc. 

The general result to which, according to the mone- 
tary theory, it ought to lead would be on the following 
lines. Each period of depression should be found to 
start with high discount rates, accompanied by an in- 
crease in gold reserves and a contraction (or relative 
contraction) of active circulation. As gold reserves in- 
crease and rise above requirements, there should super- 
vene a régime of low discount rates. This régime of 
cheap credit should persist for a considerable time (prob- 
ably several years) while the gold reserves remain ade- 
quate. 

Meanwhile an improvement in employment and a 
rise in commodity prices should be accompanied by a 
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decline in the surplus gold reserves, which ought to be 
traceable to increased circulation of coin or notes in 
some (or even in all) gold-using countries. 

The rise in discount rates which is characteristic of 
increased activity ought to be traceable to this decline 
in the margin of surplus gold. Eventually the transition 
from the phase in which the Central Banks are trying to 
rid themselves by cheap money of redundant gold to the 
phase in which they are trying by dear money to pre- 
vent their reserves from falling too low should be clear. 
But there would be a more or less prolonged interval 
when the gold reserves are neither too great nor too 
small, and there is no marked bias toward either cheap 
or dear money. 

Not only this interval of ease, but the preceding 
period of cheap money and the ensuing period of dear 
money may be interrupted by various adjustments of 
Bank rate to ephemeral gold movements, fits of Stock 
Exchange speculation, political crises, and other events. 

The active phase of the trade cycle is marked by dear 
money. To support the monetary theory, the statistics 
ought to show that the turning point, when the active 
phase comes to an end, is reached through the Central 
Banks being driven by a threatened shortage of gold to 
make credit restriction effective, whether by severely 
deterrent discount rates or any other means. The es- 
sence of the monetary theory is that the active phase is 
brought to an end by a threatened shortage of gold. 
But for that, credit expansion might proceed indefi- 
nitely, and according to the monetary theory continued 
credit expansion means continued productive activity. 

The expansion once checked, the restoration of the 
gold position is slow. The impetus of the preceding 
activity will continue for a time, while existing orders 
and contracts are being worked through, and after that 
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is done, the process of bringing back the money which 
has passed into the hands of the public is likely to be 
gradual. 

The statistics ought to show a culmination of the 
price level, followed after an interval by a decline in 
employment and the reductions of wages. After the 
decline in employment and the reductions of wages 
have set in, currency ought to begin to come back from 
circulation and relieve the reserve situation. Thereupon 
a new period of cheap money should set in, while gold 
reserves for a time increase and become excessive. In 
due course the gold reserves should begin to decline, 
and then should reach a level at which they are no 
longer redundant, and so a new cycle takes its course. 

In any comparison of the theoretical progress of the 
cycle with the recorded statistics, numerous interrup- 
tions and vagaries are bound to be discovered. Changes 
in the balance of payments will make a country tem- 
porarily prosperous when others are depressed, or de- 
pressed when they are prosperous. Such changes arise 
from international investments, from abundant or defi- 
cient crops, from increased or decreased demand for a 
staple export product, and from many other causes. 
But it is characteristic of the monetary theory that the 
general trend of the cycle, tho interrupted from time to 
time, will always be resumed. So long as there is re- 
dundant gold floating about somewhere, easy credit, 
even if suspended for a time, will inevitably be reverted 
to, and credit expansion will set in again. So long as 
there is a shortage of gold, credit restriction, even if 
staved off for a time, must be reimposed. Whatever 
causes may be affecting the course of trade, favorably 
or unfavorably, they cannot prevail over the influence 
of the gold situation. The banks cannot allow optim- 
ism to prevail when gold is deficient, or pessimism when - 
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gold is redundant. The statistical verification of the 
monetary theory must consist mainly in showing that 
the underlying currency situation has always prevailed 
over other causes. 

The whole theory depends upon the currency in circu- 
lation being closely related to the gold supply, whether 
through the use of gold coin or through the use of paper 
money with a prescribed gold reserve. Since the War 
this condition has not been fulfilled. There can be no 
statistical verification of the trade cycle because there 
has been no trade cycle. There has been no trace of the 
pre-war cyclical period of 7 to 11 years beginning to 
develop, and little trace of the phases of activity and 
depression synchronizing in different countries. 

Nevertheless the wealth of statistical material avail- 
able for the study of post-war conditions is far from 
being irrelevant to the monetary theory of the trade 
cycle. The effects of credit movements and monetary 
disturbances upon the state of trade have been visible 
on a larger scale and in more varied circumstances than 
ever before. The statistics illustrate, not the theory 
of the trade cycle itself, but the portions of monetary 
theory out of which that theory is built up. The momen- 
tum of a great international metallic currency system 
not being operative, numerous disconnected short- 
period fluctuations have occurred. 

An investigation of pre-war statistics may go far to 
verify the monetary theory of the trade cycle (and also 
both to elucidate and to modify it), but we still have to 
consider how far a statistical test can discriminate be- 
tween it and rival theories. It is commonly supposed 
that the theories of the trade cycle are very numerous. 
Nevertheless it is not easy to find more than two or 
three theories which put forward a plausible claim to 
account for the entire phenomenon. And here it will 








a a, 


—_—_- ~*~, lr. hoi hl 














MONETARY THEORY OF THE TRADE CYCLE 483 


suffice to examine two: one which traces the cycle to 
variations in the demand for instrumental or capital 
goods; the other which finds the explanation in the 
psychology of the trader. 

The former, in a variety of forms, has been supported 
by many economists. The explanation which it offers 
may be summed up as follows. If industry is reviving 
from a state of depression, the manufacturers of con- 
sumption goods will be looking forward to increased 
demand; they will take steps to improve, renew and 
extend their. plant. But this cannot be done imme- 
diately. The construction of plant and fixed capital 
takes time. The immediate position is a scarcity of 
consumption goods, and activity in the instrumental 
industries (those which produce capital goods), which 
lasts till the extension of capital suffices to supply the 
demand for consumption goods. When that stage is 
reached, the demand for capital goods falls off, and the 
activity of the instrumental industries ceases. 

How is the statistical test to be applied, to judge be- 
tween this and the monetary theory? It may, of course, 
be argued that the capital goods theory necessarily 
assumes a monetary expansion during the period of 
activity. The demand for capital goods is provided 
from savings out of income at the expense of demand 
for consumption goods. Both forms of demand cannot 
increase concurrently, unless the consumers’ outlay as 
a whole increases. 

But that does not dispose of the matter. For the 
active cause of the cycle might yet be found in the capi- 
tal goods theory, even tho certain reactions in the region 
of credit might be a necessary condition for the cycle to 
develop in precisely the manner that we know. Can we 
be certain a priori that the activity of the instrumental 
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industries caused in this way would not survive a period 
of falling prices? 

Perhaps the most crucial test of the two theories is 
this: whether, at the time when the activity of the in- 
strumental industries begins, the consumption indus- 
tries are already occupied up to the capacity of their 
existing plant. This is a point at which the theories 
definitely diverge. The monetary theory attributes the 
under-employment of both groups of industries alike to 
the shrinkage of demand as measured by the consumers’ 
outlay, and attributes the revival to the expansion of 
the consumers’ outlay under the influence of a relaxa- 
tion of credit. The capital-goods theory attributes the 
revival to the activity of the instrumental industries, 
and their activity to the inability of the consumption 
industries to meet a growing demand without additional 
plant. 

The psychological theory of the trade cycle is espe- 
cially identified with Professor Pigou. Professor Pigou 
attributes the cycle to the mutual generation of errors 
of optimism and errors of pessimism. If people are led 
to increase output by excessive expectations of a favor- 
able market, they will eventually be disappointed, and 
will have to reduce output as much below normal as 
they previously increased it. If output is curtailed 
through excessive expectations of an adverse market, 
there will be a shortage, and output must be increased 
to meet it. 

It must be admitted that it is not easy to find a statis- 
tical test of this theory. We cannot measure people’s 
states of mind. Moreover there is much ground com- 
mon to it and the monetary theory. Credit expansions 
and credit contractions are worked through the mental 
states of borrowers, who have to be induced to increase 
or decrease their borrowings. It is “‘optimism”’ that 
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stimulates them to borrow, ‘‘pessimism” that deters 
them. Nor does the psychological theory exclude the 
cumulative intensification of optimism and pessimism 
through the consequent creation or curtailment of 
credit. 

The monetary theory allows that spells of optimism 
or pessimism may start spontaneously at any time. It 
does not deny that they might be widespread or even 
practically universal, tho of course the actuality of such 
occurrences requires proof. The difference between the 
two theories lies mainly in the explanations they respec- 
tively give of the periodicity of the cycle. The transi- 
tion from activity to depression is caused, according to 
the monetary theory, by the credit expansion being 
brought to an end through a shortage of gold reserves 
and giving place to a credit contraction which curtails 
demand. According to the psychological theory, the 
transition is caused by the disappointment of expecta- 
tions. 

Professor Pigou ' argues that a wave of optimism will 
lead people to embark on a variety of enterprises, some 
of which will consist of no more than supplying current 
demands, while others will take several years to com- 
plete. The optimism, he implies, will not be completely 
dispelled till the more distant results have materialized 
and those who undertook them have been confronted 
with disappointment. It is not very clear why the 
optimism is not dispelled or at any rate sensibly dim- 
inished by those disappointments which come earliest. 
The explanation might be found in the monetary ac- 
companiments of the optimism. Credit is created and 
demand stimulated. But if disappointment is to be 
staved off by the inflation of demand in the early stages, 
will it not be equally avoided in the later stages, so long 


1. Industrial Fluctuations (1927), chap. 7. 
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as credit expands? To make optimism and pessimism 
dependent upon credit expansion and credit contraction 
is to concede the whole case of the monetary theory. 
Statistical investigations do not seem likely to throw 
much light on this part of the subject. To support the 
psychological theory, it would be necessary to show 
that optimism or pessimism can be not only originated 
but sustained independently of the position in regard to 
gold reserves and credit; that productive activity can 
be brought to an end by the disappointment of expecta- 
tions while reserves are still adequate and banks willing 
to expand credit; that pessimism and depression can 
come to an end in face of inadequate gold reserves and a 
restrictive credit policy. 
R. G. HawTrey. 
Lonpon. 




















LABOR PROBLEMS AS TREATED BY 
AMERICAN ECONOMISTS ! 


THOSE who are led by interest or by university duties 
to follow the new publications in the labor field have 
been accumulating much grist in the last three years. 
The appended list of an even dozen titles does not pre- 
tend to completeness. It may claim to be fairly repre- 
sentative, and it is evidence of the growing interest in 


1. Solomon Blum. Labor Economics. New York, Henry Holt and 
Co., 1925; pp. ix + 579. 

E. M. Burns. Wages and the State: A Comparative Study of the 
Problems of State Wage Regulation. London, P. S. King, 1926; pp. 
ix + 443. 

Warren B. Catlin. The Labor Problem in the United States and 
Great Britain. New York, Harper and Bros., 1926; pp. x + 659. 

Albert R. Ellingwood & Whitney Coombs. The Government and 
Labor. Chicago and New York, A. W. Shaw Co., 1926; pp. xv + 639. 

John A. Fitch. The Causes of Industrial Unrest. New York, Harper 
and Bros., 1924; pp. xiv + 424. 

Edgar S. Furniss & Lawrence R. Guild. Labor Problems: A Book 
of Materials for their Study. Boston, Houghton Mifflin Co., 1925; pp. 
x + 621. 

George Gorham Groat. An Introduction to the Study of Organized 
Labor in America. 2d edition. New York, The Macmillan Co., 1926; 
pp. xvii + 532. 

Dwight Lowell Hoopingarner. Labor Relations in Industry. Chicago, 
A. W. Shaw Co., 1925; pp. xvi + 553. 

Harry W. Laidler & Norman Thomas, Editors. New Tactics in Social 
Conflict. New York, Vanguard Press, 1926; pp. x + 230. 

Nora Milnes. The Economics of Wages and Labour. London, P. §. 
King, 1926; pp. vii + 197. 

David J. Saposs. Readings in Trade Unionism, Labor Organization 
Principles and Problems, as discussed by Trade Unionists in their Official 
Publication and Writings. New York, George H. Doran Co., 1926; pp. 
xxv + 451. 

William English Walling. American Labor and American Democ- 
racy. New York, Harper and Bros., 1926; Vol. I, Labor and Politics, 
pp. xi + 233; Vol. II, Labor and Government, pp. 184. 
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this developing field. Aside from the university profes- 
sors engaged in producing an acceptable textbook, we 
have here the apologist and the critic of the existing or- 
der; the experienced investigator of industrial and social 
conditions; the instructor in a labor college, frankly 
engaged in compiling selections from the “vast litera- 
ture in which labor speaks for itself,” for the use of the 
trade-union students; the philosophic friend of the 
American Labor Movement who would present the 
policies of a ‘‘new generation of labor statesmen [which] 
has come into control of the American labor move- 
ment”’; and the industrial counselor bent on applying 
the technique of the personnel department in the 
broader field of social regeneration. Those who are con- 
scious of the immense difficulties inherent in “labor 
problems” and of the many contacts involved in this 
study will welcome heartily each and every contributor 
to this discussion. All trends of social philosophy will 
be granted a patient and attentive hearing. All sug- 
gestions made will be carefully assayed for the smallest 
grain of golden truth they may contain. For in meeting 
these pressing problems we shall need all our stores of 
knowledge, wisdom, and understanding. 

The twelve volumes represent an imposing mass of 
social service aspiration. Professor Fitch hopes that his 
“book may throw a little light on what is probably the 
greatest social problem of our time.’”’ Professor Saposs 
dedicates his book to the “rank and file of trade union- 
ists, in the hope that it will aid in a more thoro under- 
standing of the labor movement and thereby induce a 
more intelligent and active participation.” The late 
Professor Blum wished “‘to do something for the labor 
movement.”’ Mr. Hoopingarner bases his work upon 
the assumption ‘“‘that there are certain principles of 
human behavior and equity in the conduct of industry 
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which are capable of being reasonably discussed and 
followed, and without the recognition of which industry 
itself cannot hope permanently to prosper.” And 
Messrs. Laidler and Thomas, in presenting the summer 
conference of the League for Industrial Democracy, 
proffer as their apology the hope that the book will 
stimulate the “ process of thinking.”’ And to that extent 
the reviewer is glad to record his agreement with them. 
These volumes are, without exception and in every 
respect, a worthy collection of books. They present a 
workmanlike result, whether one looks to matters of 
mere bookmaking or to matters of scholarship. Typo- 
graphical errors are very rare. Mere blunders on mat- 
ters of fact, errors in statement, or carelessness in refer- 
ence arerarer still. The authors are competent and their 
work is carefully wrought. They have usually furnished 
us with an adequate index. They have been generous 
in compiling bibliographies. And the bibliographies are 
frequently analyzed by chapter and subject. Altho 
Professor Catlin’s text has no formal bibliography, it is 
profusely footnoted, and one is never at a loss to under- 
stand the source of his information. Mr. Walling has 
“followed the method of documenting every point, fully 
and fairly.”” Professor Fitch has appended lists of refer- 
ences to his chapters, and Mr. Hoopingarner has added 
this aid to his extended bibliography at the close. 
Several of the books may be disposed of briefly. Pro- 
fessor Groat’s revision of his well-known text has been 
concerned with incorporating the war and post-war 
developments. There is no change in the plan of the 
work, and the author’s expressed conviction that the 
“essence of the movement has been changed far less in 
America than elsewhere” has led him to simplify the 
task of revision. Miss Milnes acknowledges a large 
debt to her father, the late Dr. Alfred Milnes. In her 
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volume she reviews the development of interest and 
wage theory, the earnings of women, and the develop- 
ment of trade unionism. She develops an apology for the 
present order, based on the Béhm-Bawerkian theory of 
interest, the “discounted marginal product of labor wage” 
theory, and the pressure of population. The reviewer 
hopes it will not be evidence that he is inclined ‘‘rather 
to look at the ethics than at the economics” of the mat- 
ter (p. 123), if he does not share Miss Milnes’s belief 
that a ‘“‘real understanding of the marginal discount 
theory should go far to dispel the feeling of unfairness 
so general among the workers”’ (p. 105). A thoro under- 
standing of the theory of rent does not conduce invari- 
ably to a parallel result. And the reader inevitably 
remembers, in considering the concluding chapter, that 
this trade unionism which ‘‘in the space of a little over 
acentury of time . . . has become a vital force through- 
out the world (p. 194), and which has “‘had to fight for 
every slight advance,” has been much hampered by an 
economic apologetic of the sort which this book seems 
to typify. Ability to explain how and why a thing is 
true has often been confused with a defense of the mat- 
ter as it stands. 

Three books of selected readings, tho widely dissimilar 
in purpose and content, may be grouped together; and 
with them may be considered the Symposium of the 
Leaguefor Industrial Democracy, edited by Messrs. Laid- 
ler and Thomas. The topics considered at the League’s 
meeting included employee stock ownership, labor bank- 
ing, company unions, industrial combinations, American 
economic imperialism, the new propaganda, and power, 
coal and forests. among the participants, aside from the 
editors, were George Soule, J. S. Potofsky, Robert W. 
Dunn, Ordway Tead, Stuart Chase, McAlister Coleman, 
H. S. Raushenbush, Solon De Leon, Abraham Epstein, 
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Robert Morss Lovett, ‘‘and others.” Most interesting 
from the standpoint of the reviewer was the critical 
examination to which labor banking was subjected by 
the trade unionists from the standpoint of its possible 
detraction from a spirit of militant union action. Its 
success seems to have been accepted, even tho some mis- 
takes were noted. Most interest on the part of the 
membership would seem to have been aroused by the 
so-called American Economic Imperialism. Their imag- 
inations seem to have been stirred by the striking change 
in America’s position from a debtor to a creditor nation, 
and by the rapid growth of our credit balance. As is 
characteristic of some supersensitive critics of their own 
country, they are so impressed by the possibility that 
we may “do” our debtors, that they lose sight of our 
most fortunate recent escape from a position of vas- 
salage. Or should we understand that of the nations of 
the world only the United States would ‘‘do” her 
debtors? 

Mr. Saposs has given us a carefully analyzed and out- 
lined book of selections, for the most part brief, and 
drawn from the writings of well-known trade-union 
leaders: Samuel Gompers, William Green, John 
Mitchell, John P. Frey, Matthew Woll, for example, 
are often quoted. Together with these we have articles 
or editorials from the American Federationist and the 
leading trade-union journals. The selections are in- 
teresting and, I suspect, will furnish many quotations 
for future writers. But that trade-union students will 
find them inspiring or largely educative seems doubtful. 
They are more often the utterance of men of action, or 
journalistic writers, than of students or economists. 
They do not often represent the last word on any trade- 
union problem. 

Professors Ellingwood and Coombs have compiled 
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for us a typical case-book, of imposing size and scholar- 
ship. Its outline parallels that of Commons and An- 
drews’s well-known Principles of Labor Legislation. 
From that book rather liberal quotations are made. 
In the preface its use as a supplementary volume is 
recommended, ‘‘for the sake of the general background 
and the practice in other countries.”” To those who have 
followed the development of labor legislation in the 
United States for some years these will be very familiar 
selections. They have been painstakingly and capably 
edited. There is adequate apparatus of footnotes and 
lengthy lists of questions. Yet despite this, and the 
multiplication of case-books in economic and business 
subjects, I remain skeptical of the effectiveness of such 
labors in the field of instruction. That a student should 
make contact with some ‘judicial decisions, statutes 
and administrative decisions” is clear. That it is neces- 
sary or desirable that he should consult many, or all 
available, seems doubtful. That we are really saving 
the student’s time and sparing him ‘‘unnecessary labor 
by a careful pruning and consideration of this official 
material” ? is true only if we are interested most of all 
in teaching a definite body of doctrine rather than in 
training the student to pick his own way and in fa- 
mniliarizing him with the actual raw materials of scholar- 
ship. A necessary defect of this method is apparent in 
considering the matter in the final chapter on Social 
Insurance. Such a new and developing field, with most 
of its cases in the future, does not lend itself to the case 
system. Hence we have, in addition to the reprinting 
of statutes and bills, liberal extracts from various 
authors. 

Professor Furniss’s book of materials is a model of its 
kind. It must take rank as an amazingly clever piece of 
2. Professor John R. Commons in the Foreword. 








—- lt lr hlc(CitOr hh CO 














LABOR PROBLEMS AND AMERICAN ECONOMISTS 493 


work, and the reviewer is glad to confess that he had 
never supposed a collection of selections could be made 
so coherent and meaningful. The authors disclose some- 
thing of their secret. They have made their collection 
from the ‘‘monographs which deal with special branches 
of the subject. It is [their] conviction that this material 
should be presented to the students since it represents 
the best work of technical experts.’’ The selections are 
all of considerable length, and the editors have made a 
deliberate effort to avoid the ‘‘scrappy and disjointed” 
character of the ordinary collection of readings. A large 
part of the volume has been written by them “for the 
purpose of filling gaps in the available material and of 
welding the entire collection into a consistent whole.” 
The authors disclaim any intent to contribute ‘any- 
thing new on the subject of Labor Problems.” And 
their table of contents, aside from the pushing to the 
forefront of Unemployment, has a familiar appearance. 
Here are the problems of the modern industrial worker; 
the organized labor movement; agencies for industrial 
peace, and modern industrial relations policies. And 
the topics within this outline are all treated by experts. 
Yet, the reviewer must confess himself unconvinced. 
Here is ‘‘adequate information and clear thinking.’ * 
One may grant the authors’ adequate comprehension 
and sympathetic understanding of the realities of their 
problem. But, after all, what we have here is a collection 
of selections by writers of widely various philosophies 
and divergent points of view — by Sidney Webb and 
J. Laurence Laughlin on the minimum wage, for ex- 
ample. It seems doubtful whether as much “insight” 
comes from the attempt to compare, contrast, or recon- 
cile conflicting discussions as from a first-hand grapple 
with the problem itself, undisturbed by problems of 
3. See Professor Allyn A. Young’s Introduction. 
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authorship or consideration of various schools of eco- 
nomic thought. In my judgment Professor Furniss 
could take his collection and write for us a much more 
teachable and inspiring text. 

Three of our volumes deal with a somewhat special- 
ized field. The study of state regulation of wages, or 
minimum wage legislation, by E. M. Burns, is a straight- 
forward presentation, in Part I, of minimum wage legis- 
lation in Australasia, in Europe, and in the United States 
and Canada. In Part II technical and administrative 
problems are discussed, and Part III deals with the 
principles on which wages are fixed. In general, three 
principles of wage determination are found: the living 
wage; the fair wage; and the wage the trade can bear. 
All are inconclusive and difficult of application. The 
living wage calls for ‘determination of the standard of 
living to be adopted and the number of persons to be 
maintained out of it, its adjustment to rising and falling 
prices, whether it is to vary from trade to trade and 
from district to district, and the expedients to be 
adopted when short time is worked” (p. 298). The 
fair-wage idea in Australasia ‘“‘has resulted in the ulti- 
mate interpretation of the Fair Wage as that which will 
insure to the community the supply of any particular 
kind of labour which it needs” (p. 375). In addition to 
wages, the administrators ““‘have been forced to take 
into consideration all other factors affecting the ad- 
vantageousness of an occupation.’’ As would be antici- 
pated, the attempt to determine the wage which the 
trade can bear “provides no precise criterion.” ‘‘It 
has been accompanied by an underlying theory of 
minimum profits below which none of the chosen em- 
ployers should be allowed to fall,’ and is more often 
used as a reason for “downward adjustments than 
°s justifying an increase”’ (p. 387). The conclusion is 
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that there is no general solution of the wage problem. 
“Everything depends upon the objects it is hoped to 
attain and the causes of the evils it is hoped to remedy” 
(p. 410). Nevertheless the movement is expected to 
persist. ‘‘Its future growth will probably be less rapid, 
but it seems unlikely that the movement will suffer 
any serious check” (p. 412). This prophecy has been 
invalidated, at least so far as concerns the United 
States, by recent adjudications on minimum wage laws 
by the Federal Superior Court. 

Mr. Walling’s book commands attention as ‘‘an 
authoritative statement of the principles and policies 
of the American organized labor movement,’ by one 
closely associated with organized labor during and since 
the war, and intimately acquainted with both labor 
leaders and labor movements.‘ Of the two volumes into 
which this book is divided, the first, on Labor and 
Politics, is devoted to a detailed examination of the 
Non-partisan Policy, its initiation, early results, activity 
during the Harding campaign, adventures with the 
Farmer-Labor movement of 1920 and 1922; the La 
Follette candidacy, the collapse of the hopes to capture 
one of the two great parties, and the adoption of a 
policy of building up a bi-partisan labor and progressive 
bloc in Congress. The later chapters discuss the Labor 
Progressive Program for political action. This includes 
the adoption of a policy of publicity to ensure fair 
prices, some measure of governmental control over 
necessities, conservation of national resources, demo- 
cratic taxation (which means graduated income and 
inheritance taxes), liberal support of education, federal 
subsidies to states for social purposes, a progressively 
rising wage-level and continued restriction of immigra- 
tion. On many of these topics one is tempted to lengthy 
4. See Professor John R. Commons’s Editor’s Introduction. 
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quotations. Particularly tempting is the detailed pro- 
gram for bettering public education. ‘‘There must be 
a drastic reduction in the size of classes; in other words, 
a very large increase in the number of teachers’’ (p. 207). 
““We could easily provide the billion or more necessary 
to double our national education fund without draw- 
ing heavily upon the resources of the poorer states that 
are most in need of educational and other subsidies” 
(p. 206). And on wages, ‘‘An increased national pro- 
duct, greater productivity on the part of labor, and an 
‘efficiency wage,’ that is, such a wage as will produce 
the maximum productivity — these are the fundamental 
aims of the American labor movement”’ (p. 218). And 
a striking passage — remembering the history of this 
measure: ‘‘The restriction of immigration is regarded 
by American labor as its greatest political and legisla- 
tive achievement” (p. 222). 

Mr. Walling’s second volume, on Labor and Govern- 
ment, is chiefly concerned with the development of 
labor’s program for trust control. The central feature 
for immediate application is the acceptance of the 
growth of large-scale industry and organization and 
the adoption of means to secure adequate publicity of 
accounts, prices, and profits. In general, the use of the 
commission method of control is approved. The work 
of the Interstate Commerce Commission and of the 
Federal Reserve Board is found good. And it is believed 
possible to raise the Federal Trade Commission, the 
Tariff Commission, and the Shipping Board to the same 
standard of power and effectiveness. These boards and 
commissions will, it is felt, need reorganization ‘to 
represent finance, management, technicians, labor, 
agriculture, consumers and all the major economic 
groups” (p. 151), and under this control ‘‘the gigantic 
combinations in basic industry could . . . be very 
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valuable servants of the public.” Thus we shall have 
‘practical measures to bend these great powers to 
genuine public service and install governmental control 
of big business in the place of big business control of 
government.” ® 

It will be noted that this means a policy of centralized 
federal control. True it is, as Mr. Walling states, that 
“these great centralized and nation-wide industries 
[cannot] be regulated by the states ”’ (p. 161). It might 
be added, neither can the most powerful and extensive 
trade unions. If this volume is to be accepted as the 
official statement of organized labor, it must be granted 
that “labor” has adopted a wise and statesmanlike 
policy for Trust control. Less acceptable is the con- 
ception of the future government as a collection of selfish 
groups, or blocs. ‘‘The government must be controlled,” 
we read, ‘‘by economic organizations rather than by 
political parties or sectarian bodies; Congress must be 
organized by the great economic groups representing 
the entire population, or at least every economic func- 
tion; the government must be divided mainly into eco- 
nomic bodies, representing the chief economic activities 
of the nation rather than the largely antiquated, and 
often unworkable, executive, legislative, and judicial de- 
partments. . . . Sections should not be represented, but 
cotton and wheat and corn, fruit and cattle and hogs” 
(pp. 163, 164). Such degradation of government to 
crassly selfish bloc trading, and log-rolling for the advan- 
tage of the ‘‘cattle and hogs” represented, may be sug- 
gested by recent happenings. But the possibility should 
call every friend of the democracy to vigorous protest. 
If such a result is in view, we might well save the billion 
that Mr. Walling would have us spend on education. 


5. See p. 150. The passage is quoted from the Progressive Campaign 
Book of 1924. 
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Nothing is more certain than that the spending of it 
would make the government pictured here more remote 
and improbable. 

One turns to Professor Fitch’s Causes of Industrial 
Unrest with great expectation. His trenchant pen has 
written of many social investigations, and his keen and 
essentially fair mind has long followed the trail of in- 
dustrial unrest. And to a degree this lively anticipation 
is gratified. Here is a well-written account of unrest 
arising from economic conditions, from industrial haz- 
ards, from hours of labor felt to be. excessive, from a 
standard of living found unsatisfying and a wage-earn- 
er’s income inadequate to cover felt wants, with the 
grim specter of unemployment always in the offing. 
All incomes are inadequate — at least up to the highest 
level touched by this reviewer. Always the cost of liv- 
ing is a little more than what you’ve got. And there is 
slight comfort or ground for a hopeful outlook in our 
author’s blanket indictment. ‘‘But the primary cause 
of the inadequacy of the wage-earner’s income is prob- 
ably inefficiency — not one form of inefficiency alone, 
but an all-pervading inefficiency which is more or less 
characteristic of our entire social and industrial ma- 
chinery. Perhaps nothing is more strikingly incompe- 
tent than the means by which goods are made accessible 
to the ultimate consumer. The wastes and pyramiding 
of costs as goods proceed on their way from farm or 
factory to the corner grocer or department store are 
notorious”’ (p. 60). One must remember, however, that 
the kinds of laborers and business men that we have 
got are all we are going to get in this generation. And 
the lists are open; handsome profits will reward the man 
who can reduce the costs of distribution. 

Later chapters deal with unrest arising from the 
struggle for collective bargaining with anti-union em- 
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ployers, with the use of violence by unions and by em- 
ployers, with an industrial spy system, with company 
unions and company towns, and with strikes where the 
points at issue and the abiding relations are smothered 
in sheer animosity born in the heat of conflict. It goes 
without saying that these pages are eminently readable, 
and that the evidence is presented in vivid fashion and 
illustrated with the most pertinent of recent occurrences. 
This applies also to the ciscussion of Unrest and the 
Government. Strike policies, picketing, boycotting, the 
black list, the labor injunction, and labor rights before 
the courts are presented in masterly fashion. The hand- 
ling is fresh and capable; yet the story is old, even 
hackneyed. And at times one finds more significance in 
chance philosophizing than in the main story. For 
example, on competition: “A labor organization that 
extends throughout an industry or a trade may be useful 
to an employer in leveling competition. There is danger, 
in the absence of any restraining force, that conditions 
of labor in an industry will be dictated by the meanest 
competitor” (pp. 120, 121). And on the employee’s 
handicap before the bar of public opinion: ‘It must 
be recognized, however, that the employer is in the 
better position, from the standpoint of winning official 
support. . . . The police, in addition to their profound 
respect for persons in position of authority, hesitate to 
offend those who may be in a position to exercise a com- 
manding influence in community affairs. The strikers 
do not represent anything so well established. Their 
influence or power, however great today, may be negli- 
gible tomorrow” (pp. 244, 245). And of judges: ‘‘It is 
also important that we should understand that it is the 
point of view or social philosophy of the judge, instead 
of any fundamental and unchangeable principle of law, 
that determines the issue in most labor cases” (p. 341). 
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One may not agree with these views; yet they repre- 
sent the settled conclusion of a long-time observer of 
American labor and of American democracy. The re- 
viewer at least is in agreement with the introductory 
statement before Mr. Fitch’s fundamental principles. 
“In a sense they [all the foregoing causes] are not 
causes at all, but rather the evidence of deeper seated 
and more significant impulses and desires that are never 
satisfied by the adjustments of wages and hours that are 
commonly proposed. Unrest, dissatisfaction, demands 
for further concessions are still to be found in establish- 
ments that pay high wages, grant the eight-hour day, 
install safety devices, and recognize the union. These 
concessions may lessen the severity of the conflict, but 
they do not make an end of the struggle”’ (p. 353). This 
judgment in regard to the surface character of such 
causes of unrest will apply to Professor Catlin’s discus- 
sion of Grievances in Part II, covering roughly a third 
of his space (pp. 47—221), and to much discussion in Mr. 
Hoopingarner’s work. 

Professor Fitch reduces the tale to three fundamental 
principles: the struggle over wages; specialization and 
the resulting monotony of work; and “the definitely 
restricted status of the wage-earners.’’ Modern industry 
does lead to specialization, and minutely divided tasks 
are monotonous. But a return to undivided trades and 
tasks would hardly bring contentment if inequality 
persists. And as a hotbed for unrest, modern conditions 
could hardly be improved by a high-pressure sales 
manager bent on selling discontent. Not only are the 
facts of inequality brought home to every wage-earner 
every day, but with similar persistence and insistence 
that same wage-earner is encouraged to enlarge his con- 
ception of his own proper place in society. A medieval 
serf might accept his ‘‘restricted status’’ as contentedly 























LABOR PROBLEMS AND AMERICAN ECONOMISTS 501 


as the stalled ox, but the modern worker has an ever- 
enlarging sense of his personal importance. The movies 
present vivid portrayal of the desirable things of life. 
Popular prints with well-illustrated advertising rein- 
force this desirability. The radio adds its din to the 
message. Ease of movement with modern transporta- 
tion agencies and low-priced motors greatly enlarge 
the radius of personal observation. Public speakers and 
educational agencies bring the stream of information 
regarding enjoyable goods into the home through the 
adult and the younger members of the household. 
Meanwhile church, democracy, trade unions, and 
schools are magnifying the importance of the individual 
citizen. In all these activities his vote counts one. But 
the goods which he aids in producing, and of the enjoy- 
able character of which he has accurate and vivid know- 
ledge, are largely denied to his consumption. In decid- 
ing the direction of their consumption, he has but a 
fractional vote. Here plural voting is the rule. It would 
be miraculous if such inequality, in the face of such 
knowledge and such a growth in the sense of the worth 
and dignity of the individual, did not cause a rising tide 
of discontent. And it behooves us to expect this de- 
velopment and make statesmanlike provision to meet 
the issue. We should understand that correction of all 
the minor causes of unrest treated by Fitch, Catlin, and 
Hoopingarner will leave the essential problem un- 
touched. 

The three remaining volumes might well serve as 
texts in the customary half-year course in Labor Prob- 
lems. Catlin’s book is evidently planned to that end. 
He thinks it ‘‘better to be right than to be original.” 
And there is abundant evidence of his painstaking effor- 
“‘to be right,”’ to search every possible source of infort 
mation, and to give each trend of doctrine full expres- 
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sion in his volume. Aside from introductory matter 
and the lengthy discussion of grievances referred to 
above, we have in Part III a discussion of Unionism. 
This includes a brief résumé of development, structure, 
and government, with a discussion of the usual list of 
trade-union policies. The author concludes that while 
unionism has not been ‘‘equal to all needs and emer- 
gencies,”’ yet “‘it has proved a ‘shield and buckler’ to 
large groups of the workers in times past. It is capable 
of much wider extension both horizontally and ver- 
tically. Its structure and its policies can be more fully 
reconciled with the conditions and requirements of 
present-day industrial organization. Doubtless Mr. 
Gompers was right in claiming that it offers the proper 
foundation and drill ground for all future plans and 
endeavors of the workers. And there is a growing dis- 
position to supplement it with political action and with 
consumers’ coéperation”’ (pp. 441, 442). Thereafter a 
hundred pages are devoted to labor politics. This is 
more than the usual allotment of space. The explana- 
tion lies in the author’s inclusion of Great Britain, with 
its labor party and recent labor government. Professor 
Catlin believes that “for the present . . . the non- 
partisan method would certainly seem the better one 
for American labor to follow — the one most consistent 
with its aims and purposes, and the one most likely to 
bring results.” ‘‘Class lines and the ‘bloc’ system may 
become so strict and absolute that each group will feel 
that it can trust only those of its own household; legis- 
lators will degenerate into agents and special pleaders 
for particular causes; and governmental processes par- 
take of the nature of a squabble among economic rivals 
for temporary advantage. Then an independent labor 
party will be inevitable. But happily that state of 
affairs has not yet arrived” (p. 532). 
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The final part, on Collectionism, includes brief dis- 
cussion of coédperation and socialism, and closes with a 
“Working Creed.” A brief statement will hardly do 
justice to this creed, but the essential ideas are that 
social values should always be more highly regarded 
than economic or financial; that ‘“‘the public service is 
obviously paramount to all individual or group in- 
terests”’; that it is the function of the state “to set up 
and enforce minimum standards for the conduct of in- 
dustry and trade’’; but that “‘a large proportion of the 
adjustments must continue to be made by and between 
management and men within the confines of industry 
itself” (pp. 634-636). He hopes for mutual forbear- 
ance and concession, believes that good results will 
follow the development of labor representation in in- 
dustry, and feels that in the handling of disputes “‘pro- 
gress appears to be in the direction of more democracy” 
(p. 636). 

It is difficult to give an adequate conception of the 
scope and content of Mr. Hoopingarner’s Labor Rela- 
tions in Industry. It is a bulky volume. It often goes 
further afield than is customary in labor books. And it 
represents a distinctive point of view. The author in- 
tends to examine labor relations in much the same way 
in which an industrial counselor might examine the la- 
bor situation in a given plant. And after diagnosing the 
situation he would prescribe for the society in the same 
spirit and, one must add, with much the same confi- 
dence, with which the technical expert advises his client. 
The preface gives the specific purposes of the work: 
“First, to give a basis for developing a general point of 
view on labor relations; second, to make an analysis of 
the major problems involved; third, to indicate the 
major trend of development of policy and organization 
in the respective fields; and fourth, to offer in each case 
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constructive suggestions of a fundamental nature for 
the handling of administrative problems arising out of 
these relations.”’ Later we read: ‘‘The most practical 
thing that industry needs today is an industria! philos- 
ophy that is human, and, being human, is most effi- 
cient.” 

Labor consultants probably do not lecture their 
clients at length. But our author, in addressing his 
larger audience, cannot be relieved of a charge of didac- 
ticism, which often becomes plain preaching. As a 
sample of the style of the volume, I offer paragraphs 
from the chapter on the psychology of the worker: 


Mind is not only fundamentally the same in all normal individ- 
uals; its social characteristics are as natural and as elemental as its 
individualistic traits. Man is pre-eminently a social being. His 
noblest impulses are essentially social. His powers can best be em- 
ployed and developed in response to the social impulse and the 
stimulation of his fellows. He wants to associate and must associate 
with his fellow men. The nobler the practices and ideals of the social 
group of which he is a part, the higher will be his development. 

What, for example, does the social group of the West Virginia 
miner offer him for his further development, and what opportunity 
has he to contribute materially to the welfare of that group? Are his 
traditions and habits of group life fundamentally the same as those 
of other people, and can he reasonably be expected from the very 
nature of this group life to have the same notions about constitu- 
tionalized government and other institutions of society as others 


possess? (p. 44). 


And as a sample of the all-inclusive character of this 
treatment I quote the Contents of Chapter XII (pp. 
xi, xii), on Education and Industrial Control: 


An educated industrial citizenship the bulwark of modern in- 
dustry. Education the fundamental process in adjusting human 
relations in industry. Education within industry must be linked 
up with education outside of industry. Function of the public 
school. Social education and cultural values do not conflict. Prob- 
lems of illiteracy and early elimination of pupils from school. Other 
problems of the schools. Education by industry. The place of re- 
sponsibility. The need. The purposes of education by industry. 
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Types of administration: (1) apprentice training, (2) plant schools, 
(3) co-operative training by industry, (4) vestibule schools, (5) con- 
tinuation schools, (6) co-operative schools, (7) self-education by 
workers, (8) college courses for adult workers. Citizenship training. 
Foreman training. Training of employers and executives. Business 
economics for workers. Place of vocational guidance and vocational 
education. State aid. 

After an analysis of industry and the worker, Mr. 

Hoopingarner treats the Control of Labor Relations. 
He pins his faith to Coéperative Management, that is, 
the familiar shop committee and Whitley Council plan. 
But there is discussion of trade unions and employers 
associations, labor law and public control, as well as of 
education and industrial control. Shorter sections fol- 
low on the division of earnings; on working periods and 
labor supply; on health conservation; on ‘‘special so- 
cial considerations,’ including social insurance, woman 
and child labor and industrial housing; on “‘focal plant 
relations,” dealing with labor departments, personal 
analysis of employees, scientific management, and labor 
turnover; and, finally, world scope and trends. This 
last has to do with the labor provisions of the Versailles 
Treaty. It finds that industrial evolution is a continu- 
ous process; that the effect of basic economic and social 
forces are not always apparent on the surface, and con- 
cludes: 
Today an enlightened public opinion, based on recognition of all 
responsible elements affecting industry and insisting upon know- 
ledge of complete facts about them, is leading the way for the future 
solution of the problems of labor relations. . . . Back of it all is 
the underlying idea that codperation and not conflict should prevail, 
that all proper interests should be protected, and that, after all, capi- 
tal and labor have an ultimate community of interest transcending 
any momentary differences, and that together in one way or another 
they very largely comprise the public whose rights are to be re- 
spected (p. 491). 

This, as will be agreed, is an ambitious program, and 
the mere assembling of the materials in the volume a 
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tremendous task. With the good intent of Mr. Hoop- 
ingarner all will be in hearty accord. And it is with 
genuine regret that the reviewer is constrained to record 
that much of this discussion is inconclusive. This is 
well illustrated by the chapter on industrial housing. 
We read through a presentation of the housing problem, 
statistics of home ownership, industry’s interest in ade- 
quate housing, housing standards, and types of housing 
plans. The last covers company housing, private hous- 
ing corporations, public housing aid, unofficial quasi- 
public aid, and workers’ housing movements. He con- 
siders general problems of home ownership and arrives 
finally at the summary which follows (pp. 412, 413): 

Six fundamental things must be done, however, before satisfac- 
tory results can be accomplished in housing for the tenants or home 
owner: 

1. The arousing of an active and wide-spread public interest in 
the problem, creating an enlightened public opinion; 

2. The development of adequate methods of financing; 

3. The elimination of undue speculative land values and struc- 
tural promotion in appropriate residential areas; 

4. The maintenance of proper building costs, both initial and 
maintenance; 

5. Reasonable public protection of the wage-earner whether he 
buys, rents, or already owns; 

6. Adequate independence from the employment relationship. 

The exact steps necessary to bring about these favorable con- 
ditions may be varied, according to the needs in each locality or 
state. 

After our public-spirited citizens— and industrial 
consultants— expend sufficient energy in accomplishing 
these large results, shall we have much surplus for the 
multitude of other projects outlined in this book? 

Of similar marked individuality is the work of Solo- 
mon Blum on Labor Economics. He is almost alone in 
adopting the historical approach, time-honored and 
justified by results. More perhaps than in any other 
branch of knowledge, understanding of labor questions 
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is based on clear knowledge of their historical develop- 
ment. Here is discussion of the industrial revolution 
and of the development of a laissez-faire philosophy, 
with their bearing on the origin of trade unionism. The 
ensuing treatment is harder to justify. Much space is 
given to labor legislation and the development of labor 
law in the United States through court decisions. In- 
cluding social insurance, the treatment of which has a 
decidedly legalistic slant, this accounts for five chapters. 
Later we have two chapters dealing with unemploy- 
ment, and another examining doctrines relative to the 
trade cycle. Two chapters on strike settlement and in- 
dustrial peace come next. Thereafter are five chapters 
devoted to the forms of unionism and trade-union tac- 
tics. And only after all this discussion, in much of which 
wage questions are involved, do we reach theories of 
wages. The text closes with consideration, in three 
chapters, of the wider program of the labor movement. 
A more natural order would put the wage theory earlier 
than union tactics and strike settlement, and the ex- 
position of union organization before the discussion of 
strikes and their settlement. A similar fault consists 
in burying the discussion of employers’ associations in 
the chapter on the tactics of unionism. Surely these 
powerful organizations are worthy of a position which 
marks them as equal to the unions in importance. 
Professor Blum’s greatest strength lies in the handling 
of legal developments and questions affecting the posi- 
tion of labor before the court. Here he moves with as- 
surance, displaying large and accurate knowledge of 
laws, decisions, and critical literature. His exposition 
both of the existing situation and of the process through 
which it has developed is always instructive and at 
times brilliant. He is not unconscious of the basal prob- 
lems and discusses various proposals for reform or bet- 
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terment. But the book presents no incisive philosophy 
with clear-cut pronouncements on current issues. One 
suspects that it is in this connection that the author is 
apologetic in his Preface for “‘what seems timidity in 
taking a position.” It is not desirable to place one’s 
self ‘‘whole-heartedly in any sectarian camp.” But it is 
highly desirable to push one’s thinking to the necessary 
conclusions, and that Professor Blum was capable of 
such philosophizing, any careful student of his text 
must conclude. One recalls the lamentable death of 
Hoxie, and deeply regrets the loss of another scholar 
from a field where good workers have always been much 
too few. 

For the most part the treatment of subjects follows 
familiar lines. The work is always carefully wrought and 
always one feels the intense interest and high purpose 
of the author. He is inclined to charge unionism with 
monopolistic tendencies and finds a complete labor 
monopoly, that is, a closed shop with a closed union, 
“likely to be pernicious to the public, to the employer, 
and in the long run to the union itself” (p. 360). He is 
not disturbed by the leveling tendency of trade union- 
ism. He concludes: 


The trade union in its bargaining activities is merely one aspect of 
that general tendency toward standardization which we have al- 
ready noted as characteristic of modern business enterprise, both on 
its technological and financial side. . . . Indeed, the same condi- 
tions of standardization often obtain where trade unionism does not 
exist and where it is not tolerated (p. 404). 


He is impressed by the necessity for public intervention 
in the interest of industrial peace, but finds the “‘use of 
coercion generally impracticable,” and that it ‘“‘would 
be productive of harm to the cause of peace. Coercion 
will be feasible only when the law which it is to en- 
force is accepted by a large proportion of the workers” 
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(p. 283). Aside from the political difficulties ‘labor con- 
troversies present very delicate problems to a modern 
government” because “‘the main issues turn on ques- 
tions of adequacy of return” (p. 291), and the solution 
of wage questions waits on fuller development of wage 
theory. 

The text is critical of marginalism in wage theory and 
of the doctrine that existing profits are at the exact 
level which best stimulates entrepreneur efficiency (p. 
445). He gives sympathetic consideration to a bargain 
theory of wages. Without entire confidence that the 
full significance of this chapter on wage theory has been 
grasped, the present reviewer feels convinced that Pro- 
fessor Blum was disturbed, as are many others, by the 
seeming contradiction between “‘ethics and economics”’; 
or, to state it otherwise, by the inevitable results of 
glaring inequality. This seems to be the meaning of his 
concluding paragraph: 


It is therefore in the interest of scientific precision to make a separa- 
tion between two types of economic investigation: first, the type 
which has solely to do with an analysis of the mechanism of mar- 
kets, i. e., price economics; and second, that form of social investi- 
gation which deals with values in the sense of a group’s conscious 
choice and with the regulation of economic life set up by societies 
in order to achieve those values, i. e., the development of a socio- 
political economy (p. 460). 


Later, in discussing socialism, he writes: 


Valuation is a process which goes far beyond the data of economics. 
It is largely an ethical concept. The relative intensity of desire which 
results in a valuation may have little or nothing to do with the pri- 
cing system. Indeed, our highest values are literally “priceless.” 
Love, ambition, freedom cannot be charted to follow the law of 
scarcity (pp. 529, 530). 


I cannot forbear quoting the final paragraph of Pro- 
fessor Blum’s book. Unlike other passages quoted in 
these pages, it is not offered as a typical sample of the 
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author’s style and philosophy. Rather it represents a 
high note struck by a gallant scholar whose untimely 
removal leaves the field of labor economics much the 
poorer. He wrote (p. 535): 


We have considered these great forces — legislation, the trade 
union, and those wider interests of the labor movement which we 
term collectivist. From an era that has been dominated by capital- 
ism these forces have developed. They march. We may well be 
doubtful of the worth of many of the changes they presage. We 
may never be doubtful that there will be change. 


This might close the tale so far as concerns the con- 
tents of the volumes under review. But a persistent 
sense of disappointment suggests the addition of some 
thoughts on matters not discussed, or inconclusively 
discussed, in them. Let it be said again that they give 
evidence of great labor, prodigious study, and that 
backed by mature scholarship. But in general they do 
not advance us beyond the line of today, and in general 
they are satisfied once they have discovered and re- 
corded what has happened up to today. What it pre- 
sages for tomorrow is not often pointed out. Something 
of this may be due to the unhistorical character of most 
of these studies. Only Groat and Blum use the time- 
honored historical approach. Hoopingarner prefers to 
analyze the present situation. Catlin has some pages 
devoted to ‘‘the ancient lowly,” to enclosures, the guild 
and domestic system. But these are merely introduc- 
tory, sometimes perfunctory. There is little real at- 
tempt to disclose the forces that changed medieval to 
modern industry; that brought factories, railroads, 
trade unions, trusts, and employers’ associations; and 
that will continue to enforce and shape Professor Blum’s 
inevitable changes. We might suppose that our authors 
felt, as does the average citizen, that all changes up to 
the present were unavoidable and indeed desirable, but 
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that the forces which induced them have worked out 
their full result, and that future changes, if any, would 
be due to new causes. We could well borrow the 
principles of the geologists, that all forces which have 
ever affected earth forms are still operative. The social 
and industrial forces that have brought us to our present 
position have neither vanished nor exhausted their 
strength. And the reading public may rightfully expect 
from students of labor questions both a clear exposition 
of their past effects, and a diagnosis of their present 
significance, and at least a suggestion as to their future 
potency. Lack of historical perspective spells ‘‘ economic 
illiteracy,’’ and nowhere is this more true than in the, 
field of labor. 

This lack ef historical perspective is most obvious 
and disturbing in the discussion of trade unionists and 
trade unionism. From Blum, Groat, Catlin, Hoopin- 
garner, Fitch and the Furniss experts alike, one might 
get the impression that all trade unions and all trade 
unionists of today were exactly like the earliest unions 
and the unionists of Great Britain. Anyone with ele- 
mentary historical knowledge of the unlettered serfs 
who mined English coal and formed riotous trade 
unions, and of the brutalized factory workers whose 
combined strength was broken by the resistless pro- 
gress of the Industrial Revolution, will recognize a 
wide gap between them as individuals, with their spas- 
modic organizations, and the solidly organized, con- 
servatively minded, and intellectually well-equipped 
organizations that bulked so large in forming His Ma- 
jesty’s Labor Government. And similar contrasts can 
be drawn between our early local, temporary organiza- 
tions and the impressive strength of the Railway Broth- 
erhoods. It is not the mere fact of enlarged organization; 
the membership, man for man, is immeasurably superior 
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to the men who defended themselves against the early 
conspiracy cases. They command respect. They as- 
sume power and they are fitted to use that power wisely. 
But all our unions are not so constituted. We have still 
groups of workers, recently arrived immigrants not 
much removed from the status of the English coal- 
miner in the early years of the nineteenth century. They 
are as ignorant as was he, and as disenfranchised as was 
he. In addition, they are handicapped by the fact that 
they are non-English-speaking and separated by many 
racial divisions. It is time that we analyzed our human 
factors and discriminated. Hoopingarner’s ‘‘coépera- 
tive management of labor relations” might work an 
entirely acceptable result if the workers were akin in 
character to the highly selected and splendid body of 
railway engineers, with their characters seasoned by 
much carrying of responsibilities. It might spell dis- 
aster if attempted with a group of ignorant radicals. 
Both types, and all gradations between, are present in 
American industry. To write of rights “‘inherent in 
personal liberty and sacred to democratic freedom”’ ® 
has a fine ring, and might be true as an abstract proposi- 
tion; but writers of labor books may not emulate the 
fleshless and bloodless Henry James novel. They should 
copy rather the stark realism of Hardy. The industrial 
machine must function, and methods must be adapted 
to the human material available. Just what the nature 
of that human material may be is fundamental in labor 
problems. Wage-earners and trade unions are not in- 
terchangeable and identical, like parts in a modern ma- 
chine. Rather, in the United States, they represent 
different industrial centuries and widely separated 
sociological strata. It is fair to expect writers of labor 
texts to recognize this and to temper their absolutistic 


6. Hoopingarner, p. 77. 
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pronouncements with exposition of the nature of the 
wage-earner and trade unionist in the flesh. 

This conception has wise and true statement in the 
words of Ordway Tead speaking before the League for 
Industrial Democracy. He has been discussing the 
changed attitude of employers and their use of such 
devices as group insurance and employee representa- 
tion, and in closing asserts: ‘‘it cannot be repeated too 
often that the attainment of democracy is an educational 
process’’; and he enlarges the idea as follows: 


Again I think radicals would be more tolerant in their estimate 
of the present activities of employers if they would realize quite 
frankly that democracy in industry has got to satisfy a number of 
demands which again cannot be attained at a jump but which must 
be carefully built up in the brain paths of millions of people. We 
have to realize that whatever is done toward bettering industrial 
organization must not impair the productivity needed to keep 
115,000,000 people provided with the necessaries of life. We have to 
remember that modern industry cannot be carried on without 
orderly and regular habits and a reasonably conscious application 
of people’s minds while they are working. There must be executive 
direction which employs a high order of intelligence. There must be 
unified control and there must be the machinery which secures 
prompt decisions and assures prompt carrying out of decisions. 
These requirements are not inconsistent with democratic organiza- 
tion; but the necessity for assuring them is frequently lost sight of 
by many who are interested in forwarding the growth of democracy. 

There is one big question which this whole discussion raises, 
which should be frankly faced. If all the present activities which 
assure the present prosperity and the current heightening of the 
material comforts of people dull their interest in self-determination 
in industry, will a wholesome state of affairs be brought about? 
Put another way, may prosperity be the enemy of democracy? 
The answer to this question seems to me to be clearly, “yes.” But 
we are confronted with a condition and a tendency which seem as 
irresistible as the tides.” 


Akin to this failure to take account of the character 
of the wage-earner is the tendency to deal in ill-tem- 
pered criticism of employers, and at times of judges and 


7. New Tactics in Social Conflict, pp. 122, 123. 
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public officials. It is good to read the assertion of one 
of our most competent observers, ‘‘ that human motives 
do not differ greatly on account of social or economic 
standing, and that in all walks of life the great majority 
of men and women desire earnestly to be honest and 
unselfish.” * He finds the basis of most of our social 
difficulty in ignorance rather than in ill will. But so far 
as the employer is concerned, the key word is competi- 
tion. He may be unselfish in interest but is caught in 
the grip of a relentless competition, and in the absence 
of restraint by the state, by trade unions, or by achiev- 
ing a monopoly position, he cannot grant more expen- 
sive concessions than his most grasping rival. It is this 
stern factor rather than “that capitalism has certain 
over-reaching tendencies,”’ ® that most largely accounts 
for the speeding up and overstrain of modern industry. 
Frank acceptance of this fact would relieve our texts of 
many unjustified reproaches of employers and furnish a 
compelling argument for the establishment of desirable 
social standards through trade-union action or through 
labor legislation. 

This means social action. The supposed conflict be- 
tween an individualistic philosophy and such social 
action runs through our texts as it vexes our citizens. 
Hoopingarner ‘‘frankly accepts the social point of view 
in dealing with problems of human relations in industry, 
in the belief that from the very nature of things such a 
viewpoint is the broadest and most logical one to be 
assumed in this field” (p. 6). Blum “finds two forces 
at work in our economic life.”” The first is private enter- 
prise, individualistic competition. The second is “‘the 
purposeful activity of society,’ and the labor move- 
ment “‘represents the most dominating expression of 
the principle of standardization” (p. vii). Later he 


8. Fitch, p. xiii. 9. Catlin, p. 387. 
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writes that ‘‘the conviction of social solidarity has de- 
veloped” (p. 83). (Many would prefer to substitute 
the word “fact” for “‘conviction.”) Fitch with his 
accustomed acuteness remarks that our individualistic 
philosophy found a favorable atmosphere in American 
conditions. ‘‘The average American boy has been 
taught to look forward to purely individual enterprise, 
through which he is supposed to be fully capable of car- 
ing for his own interests without the assistance of any 
one else” (p. 140). It is a brave preachment, and was 
true a century ago when applied to independent and 
self-sufficing farmers. But it is an obsolete doctrine in 
any volume that tackles the problem of unemployment 
as many of these books do. That is a fact of social im- 
port, with which no individual can cope; all remedies 
must be organized by large social units. Let any mod- 
ern student visualize the environment of the workmen 
of today, with his corporation employer, his team work 
in factory or mill, the world market for his product, his 
dependence on a far-flung geographical division of labor 
for the goods which make up his wages, his tenement 
home, the public school for his children, municipal 
water, gas, electric, and transportation supply, quaran- 
tine and sanitation control, his city, state, and federal 
citizenship, and he will realize that his trade union is 
no isolated departure from an individualistic philosophy 
and practice. Regret it as we may, social organization 
has replaced individualistic self-sufficiency, and an 
individualistic philosophy is as obsolete for most workers 
as dependence on a private well for a water supply. 
Recognition of this truth might be hastened by intensi- 
fied historical study and analysis. Should it not be a 
foundation stone in any twentieth-century labor text? 

The most fundamental lack of all in our books lies in 
the failure to grapple with the question of the right 
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relationship between our trade unions and our democ- 
racy. There is pressing and growing need for defini- 
tion of organized labor’s legitimate field of action and 
range of authority. The existing situation has been 
epitomized in words to which I would subscribe: ‘‘The 
law itself, both statute and judge-made law, is in a state 
of flux and transition, and there is no underlying set of 
principles so settled as to constitute a firm foundation 
for legislation and adjudication.” And again: ‘ Most 
people — legislators and judges not excepted — reason 
from premises which they have not formulated and of 
which they are hardly conscious. Their attitude is deter- 
mined once for all by their prepossessions.’”’! Surely so 
imposing a collection of volumes should advance the 
development of the required “set of principles” and 
compel the formulation of the premises which sustain 
judgments in the courts and at the bar of public opinion. 
The English, in the absence of a written constitution, 
have been constrained at intervals to define the union 
position in maturely considered and carefully drawn 
statutes. It is necessary to remember that our Con- 
stitution was written at a date so early that modern 
labor problems were not within the ken of our constitu- 
tional statesmen. We have “muddled through”’ to the 
present with principles drawn from the English com- 
mon law, from remotely applicable articles in the Con- 
stitution, and from anti-slavery amendments. But it 
would be more worthy of our great democracy and 
productive of an immeasurably greater result if we 
gathered in a new constitutional convention and faced 
squarely the problem of formulating a set of principles 
which would furnish a firm foundation for legislation 
and adjudication in labor problems. It is much to the 
credit of writers from the viewpoint of labor that they 


1. Taussig: Principles of Economics, 3d ed., ii, 290, 291. 
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have made a manful effort to advance this cause. Mr. 
Walling’s book in both volumes is largely given over to 
this endeavor. And there is much that is suggestive in 
the Saposs collection of readings. But when one turns 
hopefully to such a discussion as that of Blum, with its 
intimate knowledge of statute law and of judge-made 
law, he is doomed to disappointment. Here is explana- 
tion of what is, and the process by which it has been 
reached ; here is often dissent from the existing situation. 


We take it for granted that a temporary injunction will be asked 
as a first method of breaking a strike rather than as an ultimate 
remedy in a desperate emergency, and we also have little doubt that 
the prayed for relief will be granted. This reckless use of the injunc- 
tion is not necessary (p. 143). 


There is an occasional suggestion of large potentiality, 
as in the discussion of the Boston Journeymen Boot- 
makers Case. We read: 

This decision, more liberal than many of its successors, illustrates 
not only the freeing of the trade union as such from the charge of 
conspiracy, but also the tendency of the courts to turn from legalis- 
tic decisions in labor cases toward an economic evaluation of the 
effects of unions and their tactics to a basis of decision that made the 
legality of purposes and means dependent not upon pure precedent 
so much as upon their relation to the judicial conception of the 
public weal (p. 91). 


But the suggestions are not pursued and there is no de- 
termined conscious effort to formulate the premises on 
which judgments should be based. 

This defection of the scholars is the more reprehen- 
sible since labor is condemned by the historical develop- 
ment to carry a heavy burden of proof. They are the 
innovators. It is the trade union which desires more 
room in the sun, a larger measure of social control. Its 
opponents have always been entrenched in the fortress 
of things as they are. They have massive bulwarks of 
established institutions and accepted traditions. Labor, 
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while continuously under a necessity of breaching these 
bulwarks, is poorly equipped for the task. It lacks edu- 
cation, trained leadership, and powerful organs which 
command public attention. Its antagonists are well 
served in all these respects. Modern propaganda? is 
extraordinarily extensive and well organized. In the 
face of this opposition labor shoulders its hard task. 


Its task is to convince liberal opinion, both among industrial work- 
ers and outside the ranks of labor, not of the mere generalized rights 
of labor organizations to existence, but of the peculiar virtues of 
labor organizations as active and unique agencies of the general 
welfare. This conviction is far from universal. Consequently, 
neither the judge nor most of us have grown up in an environment 
favorable to unionism as it functions from day to day among us. 
Charges of “judicial usurpation,’”’ even if well founded, therefore, 
leave many cold. It was this general educational process that created 
the favorable environment which nullified the Taff Vale decision 
and created the Industrial Disputes Act of 1906. It is possible that 
a similar process may result in comparable results among us. 


Granting the truth of this, is it not fair to expect that 
twentieth-century texts on labor will point the way to 
the next forward step and analyze the situation so 
definitely that underlying principles will become evi- 
dent? It is a reproach if they are wise only after the 
event. The books are not worth while if they shift the 
burdens of scholarship to sorely burdened and ill- 
equipped labor. 

Finally, I find it striking to note that, while the dis- 
tinctively labor books, as well as that of our labor con- 
sultant, give large emphasis to matters of education and 
the desirability that it be extended, adapted to current 
conditions, and strengthened,‘ the scholarly texts give 


2. McAlister Coleman on ‘‘The New Propaganda,” New Tactics, p. 
218. 

3. Blum, p. 145. 

4. Saposs, Readings, ch. 27, pp. 346-374; Walling i, 203-211; Hoop- 
ingarner, ch. 12, pp. 183-324. 
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at best but passing attention * to this engine of reform. 
Yet if the shop committee plans are to succeed, if the 
unions are to be wisely officered and _ intelligently 
directed, if, indeed, the democracy is to grapple suc- 
cessfully with the increasingly intricate and difficult 
problems which vex it, we must raise the average of 
intelligence and wisdom of the trade-union member 
and of the citizen. It has been recently suggested that 
what over-prosperous America most greatly needs is 
“a big job.” * Here is one ready to its hand. It may 
undertake the Herculean labor of banishing illiteracy 
and ignorance; of alleviating the inevitable monotony 
of labor by fitting the laborers to live, and live more 
abundantly, outside of the workshop. It may so train 
its workers that they will no longer be mute and help- 
less victims of unrest. Instead, they will present their 
case convincingly at the bar of an intelligent public 
opinion, and the scholar will record the judgment, as 
always, with approval. We might even be allowed to 
hope that economists, philosophers, and statesmen in 
that newer day will formulate the “‘underlying set of 
principles” which will guide them to a favorable judg- 
ment before the event. 


CHARLES E. PERSONS. 
Boston UNIVERSITY. 


5. Catlin, pp. 484 et seq. 
6. Professor T. N. Carver of Harvard, in the New York Times. 














REVIEW 


RECENT LITERATURE ON THE ORIGINS 
OF MODERN CAPITALISM 


For years economists, historians, sociologists, and per- 
haps less specialized students of “social politics” in particu- 
lar, have wished that some competent person would write a 
simple, non-controversial sketch of the rise of modern capital- 
ism. It is almost too good to be true when such a task is 
brilliantly accomplished in about two hundred pages by a 
scholar like Professor Henri Sée.! The new treatise belongs 
to a type of popular work, or euvre de vulgarisation, which 
hardly exists in the United States. France produces books 
like Bainville’s Histoire de France, which scholars greet with 
withering reviews and scrupulously delegate purely to the 
man in the street; but her really learned men also occasionally 
turn out little books whose charm and simplicity are not 
marred by the fact that every phrase has been weighed by 
one who knows exactly what he is writing about. 

Les origines du capitalisme moderne deserves to be trans- 
lated into English and carefully read by every serious Ameri- 
can student of European economic institutions. Much of the 
intellectual haze which still hovers around many of our trea- 
tises on the so-called Commercial and Industrial Revolutions, 
and some of the class-rooms where these subjects are taught, 


1. Les origines du capitalisme moderne (Esquisse Historique), Paris, 
Colin, 1926, 210 pp., including bibliography and index. Among Professor 
Sée’s earlier works in this field are: Les classes rurales en Bretagne du 
XVIe siécle & la Révolution; La vie économique et les |classes sociales 
en France au XVIIle siécle; L’évolution commerciale et industrielle de 
la France sous l’ancien régime; La France économique et sociale au 
XVIIlIe siécle (now available in an English translation); and L’industrie 
et le commerce de la Bretagne dans la premiére moitié du XVIIIe siécle. 
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must be ascribed to the fact that many of our universities do 
not live up to their pretensions concerning the prescription 
that advanced students must actually use French and Ger- 
man works. Mantoux’s La révolution industrielle au X VIIIe 
siécle and Sombart’s great general work, Der moderne Kapi- 
talismus * have not been available in English, and their titles 
are evidently much more familiar than their contents. Eng- 
land has been very greatly over-emphasized. For example, the 
statement that she was much more developed industrially 
than France early in the eighteenth century, or at least that 
her industry was decidedly more mechanized, has often passed 
unquestioned in explaining the advent of the Industrial 
Revolution, tho it is probably untrue. While Professor Sée’s 
book was written for French readers, and perhaps even over- 
stresses conditions on the Continent, this very fact makes it 
particularly useful as a corrective for students who have been 
denied that broader view. Max Weber’s Wirtschaftsgeschichte, 
an English translation of which has just been announced, 
approaches the subject from still another Continental angle, 
and will prove a valuable complement rather than a competi- 
tor of the work with which we are particularly dealing here. 

Sée is much less concerned than Weber, Sombart, or 
Tawney * with the religious aspects of the rise of capitalism. 

2. Continued in his latest work, Das Wirtschaftsleben im Zeitalter des 
Hochkapitalismus, Erster Halbband (1927). 

3. R. H. Tawney, Religion and the Rise of Capitalism, London, 
1926. The rather diverse school of thought to which we may attach him 
lays great stress on the réle of the Continental Calvinists and English 
Puritans in bringing about the triumph of the capitalist system. He 
accuses the Puritans in particular of helping to turn the medieval sin of 
covetousness into a modern economic virtue of ‘‘snatching to hoard and 
hoarding to snatch.’’ Weber is more familiar with Continental condi- 
tions, and inclined to stress the Calvinists. His Wirtschaftsgeschichte 
was compiled and edited after his death. His famous earlier study, en- 
titled Die protestantische Ethik und der Geist des Kapitalismus, was 
reprinted in 1920 in the Gesammelte Aufsaetze zur Religionssoziologie. 
Sombart’s attempt to make the Jews responsible for the spirit, or Geist, 
of modern capitalism, of which the English title is The Jews and Mod- 
ern Capitelism, has been repeatedly attacked on points of fact as well as of 
interpretation, and is certainly much overdrawn. It first appeared in 
1911. He himself followed in 1913 with a book entitled Der Bourgeois, 
which stressed the entrepreneur rather than the religious factor. In the 
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It is the merit, or the fault, of his book that he sticks to busi- 
ness organization as the central theme. New methods and 
machines appear as economic factors only after they are 
“commercially successful,” which is oftentimes a good while 
after their conception in the mind of man. This economic 
view of economic history does not deny that a device like a 
-bill of exchange, or a paper banknote, or a machine such as 
Arkwright’s water-frame spinner, may produce vast changes; 
but it suggests that they may not lie at the bottom of the 
changes. One grievous fault of the mechanical type of history 
which has to find simple “causes” for everything is that it 
tends to concentrate on these, slur over and obscure the 
conditions — often complicated and longstanding — which 
brought them into play, and thus lose the connections in 
time and space which are the main excuse for writing history 
at all. One reads this simply worded little book of Professor 
Sée’s with a growing sense of the enormities which have been 
committed because an intelligent Frenchman named Blanqui 
gave currency to the unhappy expression “industrial revolu- 
tion,” which had already found its way into French thought 
at a time when the French were thinking of all kinds of 
changes in terms of their own political revolution.‘ This 
revolt is not new, of course. The whole tissue of errors has 
been blown skyward a hundred times. ‘For forty miles 
earlier editions of Der moderne Kapitalismus, he is seen to be greatly 
impressed by the mere accumulation of the fluid capital itself, and with 
rent as a factor. Fritz Gerlich, in his Geschichte und Theorie des Kapi- 
talismus (1913), puts stress on the distinction between commercial and 
industrial capitalism, and allies himself with Meyer and Beloch as 
against Biicher and Sombart. Lujo Brentano’s Die Anfaenge des mod- 
ernen Kapitalismus (1916) attacked both Weber and Sombart, went back 
to the towns of the crusading period, and took simply trade as the central 
fact in the growth of capitalism. Both Tawney and Sée recognize certain 
similarities in the economic ethics of Jews and Calvinists, Sée shrewdly 
remarking that the first tended to congregate in trading towns and the 
latter made their appearance there. Brentano is too vague in his defini- 
tions, and shows too much prejudice in dealing with the capitalist, to be 
recommended. It is a noteworthy fact that a large part of the history of 
capitalism has been written by people quite hostile to it. More will be 
said later of the influence of socialist writers, notably Karl Marx. 


4. Anna Bezanson, ‘‘The Early Use of the Term Industrial Revolu- 
tion,” Quarterly Journal of Economics, xxxvi, pp. 343-349. 
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around, they picked the man up dead,” as the song of our 
grandfathers’ time had it, “but the cat came back.’’ There 
is nothing explosive about Sée’s methods. For him, the way 
to make people stop thinking that the world is flat is to prove 
to them that it is round. 

There was no industrial “revolution” in the eighteenth 
century. In England, at least, and in most industries, the 
ascendency of power-driven factory machinery and the forms 
of business organization which we associate with it was pretty 
definitely established by the middle of the nineteenth century. 
To begin the transition in 1750 or 1770 may be entertaining 
historical drama, but it cannot explain much. More strictly 
than is usually the case with history, the century involved 
was the continuation of the ones just ahead of it, and any 
intelligible account must begin with a synopsis of preceding 
chapters. The flying shuttle was as well adapted to rural as 
to town industry. Neither it nor the spinning jenny, which 
also was not a power machine, could have upset the putting- 
out system. Even the combination of the water-frame or the 
mule with the steam engine just before the French Revolu- 
tion did not revolutionize the cloth industry. In fact, it 
hardly touched the wool or silk branches for a long time, and 
the general supremacy of power machinery in the cottons was 
not fully assured until the power loom had been developed 
into an undoubted commercial success after two decades of 
the nineteenth century had gone by. Judged by its imme- 
diate effects upon production, it would hardly be foolish to 
maintain that the cotton gin was the most important of these 
eighteenth-century textile inventions. 

Professor Sée’s historical order would require too much 
space to be followed here. The mere suggestions in the above 
paragraph plunge us into the midst of the main problem: 
why the eighteenth-century enthusiasm for new methods of 
manufacturing? If we were writing a history of science, we 
should take particular pains to point out why they were pos- 
sible, on the basis of what had been achieved already. Since 
our main interest is in economics, what we chiefly want to 
know is why they were profitable at that time rather than some 
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other; or, if we are to accept the dubious proposition that 
labor-saving devices and increased production are profitable 
regardless of circumstances, why the more general and in- 
tense scramble for profits. To explain these things, we have 
to go into the history of modern capitalism in general rather 
than of industry in particular. 

George Unwin long ago made us familiar with the growth 
of the putting-out system in England before the Industrial 
Revolution. Germain Martin and P. Boissonade had already 
given us a singularly complete picture of the development of 
large-scale management in France as related to the putting- 
out system and, in some important cases, to the factory 
system. If the putting-out system appeared in England on 


5. Martin’s work on La grande industrie en France sous le régne de 
Louis XIV was published in 1899, and the companion study of Louis 
XV’s reign (1715-74) followed a year later. Boissonade’s ‘‘ Les manu- 
factures royales’’ appeared in the Mémoires of the Académie des Sciences 
Morales et Politiques, vol. xxii (1899), and his “Colbert, son systéme 
et les enterprises d’Etat en Languedoc” in Annales du Midi, vol. xiv. 
Unwin’s Industrial Organization in the Sixteenth and Seventeenth Cen- 
turies appeared in 1904. Levasseur’s two-volume Histoire des classes 
ouvriéres et de l’industrie en France avant 1789 was contemporary with 
Martin’s studies, and is better known, tho not so good on this subject. 
For the silk industry, Justin Godart’s L’ouvrier en soie de Lyon has been 
in print since 1901. The early part of J. A. Hobson’s The Evolution of 
Modern Capitalism (1894) should have proved a more effective warning 
to writers of elementary treatises on the Industrial Revolution not to 
make the changes move too fast, or to cut them loose from their histori- 
cal background. Mantoux’s book, cited above, appeared in 1906. Its 
historical approach was fundamentally that of Sée, but it remained in 
French. Too many writers in English were captivated by the dramatic 
view taken in Toynbee’s old (1884) Lectures on the Industrial Revolu- 
tion. Of the newer works, several particularly deserve mention: T. 8. 
Ashton’s Iron and Steel in the Industrial Revolution (1924); Herbert 
Heaton’s The Yorkshire Woollen and Worsted Industries (1920); E. 
Lipson’s History of the Woollen and Worsted Industries (1921); and 
Charles Ballot’s L’introduction du machinisme dans !’industrie frangaise 
(1923). L. W. Moffit’s England on the Eve of the Industrial Revolution 
(1740-60), with Special Reference to Lancashire (1925), is a little dis- 
appointing, but useful. Robert Lévy’s Histoire économique de !’industrie 
cotonniére en Alsace (1912) is excellent. Mrs. Knowles’s The Industrial 
and Commercial Revolutions in Great Britain during the Nineteenth 
Century (1921) is an epoch-making work on its period, and a thoro (per- 
haps too thoro) corrective of the views of writers like Toynbee, Gibbins, 
and the Hammonds; but the selection of the period has led to one his- 
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any considerable scale only in modern times, this was because 
of the relative economic backwardness of that country. A 
similar form of organization had been common in the me- 
dieval towns of the Low Countries and Italy which manu- 
factured for export. It involved commercial capitalists or 
merchant-manufacturers who controlled the market and very 
largely the processes, often owning the raw materials, and 
sometimes even the tools. Developments of a kind properly 
to be called capitalistic were also to be found in the South 
German and Austrian industrial districts, in the metal trades 
and in some of the textile industries. What might almost be 
called a mythology concerning the “democracy” of me- 
dieval gilds has arisen largely from a failure to distinguish 
between production for export and for local use, respectively. 
As Professor Giry remarked long ago, “commerce dominated 
industry in the Middle Ages.” It required the modern factory 
system to reverse that relationship, and the change was not 
even fairly complete until the middle of the nineteenth cen- 
tury. To ignore that vast mechanism of control, slur over 
the export industries which lay nearest it, and attempt to 
erect the rest of industry into a rounded and fairly self-con- 
tained system, has led to a rather fantastic picture. 
Whatever his errors and his shortcomings on the side of 
specific definitions, Brentano’s assertion that capitalism ex- 
isted in both ancient and medieval times, and should perhaps 
be recognized wherever negotiable wealth appeared, is hardly 
to be contradicted. Professor Sée admits this, but suggests 
that there was so little fluid capital in early medieval Europe 
as to raise the question how profitable it would be to seek the 
roots of the modern type of capitalism back of the crusades. 
For him, the essential characteristics of present-day capitalist 


torical disservice: while its destroys any intelligent belief in the imme- 
diate miraculous changes wrought by the eighteenth-century inventions, 
it tends to obscure their importance in the long run and their origin, by 
diverting attention from the vast development of modern commercial 
capitalism before 1750. 
6. J. Strieder, Zur Genesis der modernen Kapitalismus (1904); 
gy zur Geschichte der kapitalistischen Organisationsformen (2ded., 
925). 
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society are “not only the expansion of large-scale interna- 
tional commerce, but also the development of large-scale 
industry, the triumph of machine processes, and the increas- 
ingly marked preponderance of great financial powers.” In 
an initial chapter on the accumulation of capital in the later 
Middle Ages, he criticizes Professor Sombart for overstressing 
the rent on landed property, urging that international com- 
merce and finance were much more important factors. He 
follows Pirenne’s Etapes de Vhistoire sociale du capitalisme in 
noting the great réle played by the new rich even in earlier 
times, and chides both Sombart and Biicher for their picture 
of medieval urban economy as a “closed system.” 

This would have been a happy juncture to point out the 
influence which Karl Marx’s ideas concerning the early mod- 
ern period have exercised even upon writers who have rejected 
his supposedly inevitable stages in the evolution of economic 
society. Georges Sorel suggested years ago that Marx’s sources 
for that part of his work were none too reliable or copious. 
Marx thought that the break-up of the medieval gild system 
enabled a group of capitalists to seize the productive mech- 
anism and, aided by the rising state governments, to impose 
a@ mass of new regulations upon the workers. This view 
ignored the fact that production for export was capitalistically 
organized in the late medieval towns, and the equally im- 
portant one that the early modern states really greatly re- 
duced the maze of regulations inherited from the period when 
the towns had more power. Not only was the economic or- 
ganization of the sixteenth and seventeenth centuries more 
like that of the ones just preceding than Marx surmised, but 
he also projected far too much of the industrial capitalism of 
the middle of the nineteenth century back into earlier modern 
times. The general effect is to distort a great deal of fairly 
slow, progressive change into a few upheavals, and thus to 
picture contemporary capitalism as an ephemeral “stage” 
rather than a solid edifice which has been built up through 
centuries. 

Professor Sée accepts this solidity as a fact, or at least an 
apparent one. He is seeking neither simple ‘“causes’’ for 
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dizzying changes assumed to have occurred in the past, nor 
simple formulas for prophesying future ones. Instead of 
dramatizing the decay of the medieval economic order, he 
calmly and systematically traces the rise of new forms of 
organization which accompanied the increase of Europe’s 
population, the consolidation of states and the great oversea 
ventures in commerce and colonization. The narrow par- 
ticularism of medieval town and village is simply pushed 
aside by the new growth and allowed to disappear, as it 
gradually did, in the face of requirements which it was no 
longer capable of meeting. The key to the story is the char- 
acterization of modern capitalism in his preface: the accumu- 
lation of capital in the form of negotiable instruments, the 
rise of produce and stock exchanges and of a new type of 
bank, the increasing size and complication of enterprises 
which the joint-stock principle made possible, the slackening 
of old local regulations and the growth of national ones to 
meet the new conditions, the spread of money economy and 
credit, and the struggle among both nations and individuals 
for the largest possible share of the profits. 

Professor Sée’s description of the Antwerp Bourse adds 
little to what the American reader finds in Clive Day’s His- 
tory of Commerce, but he is more specific about other bourses 
of the time and the relations between the various ones. His 
treatment of the great Bourse of Amsterdam and its relation- 
ship to the bank and the oversea trade is much more satis- 
factory. We might criticize him for not making clearer the 
distinction between these early bourses — largely produce 
exchanges, money markets, and mediums for insurance trans- 
actions — and the true stock exchanges which began to ap- 
pear at the end of the seventeenth century. The activities of 
the early bourses are particularly baffling to the serious ele- 
mentary student, who is likely to be led by his modern back- 
ground to expect them to deal largely in shares of stock. In 
fact, there were relatively few joint-stock enterprises before 
the eighteenth century which sold their shares to the public, 
and those of the famous oversea trading companies were 
largely privately marketed. If anything, the speculation 
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before the period of true stock exchanges, which came in with 
a disastrous series of “‘bubbles,”’ was even more like out-and- 
out gambling.” Not only did the public marketing of the 
shares of solid concerns steady and regulate speculation in 
the long run, but the net effect of the new type of speculation 
tended to reduce the fluctuations in price and render them 
less erratic. 

Many aspects of the putting-out system of industry are 
familiar and need not be brought up here, but one common 
error (which Professor Sée does not commit) may be noted. 
The gilds tended to become reclassified, and the independ- 
ence of some of them was gradually reduced; but the gild and 
putting-out systems are not to be thought of as two separate 
things. Little by little, especially in the seventeenth and 
eighteenth centuries, the masters became divided into two 
general groups. There were the merchant-masters or mer- 
chant-capitalists, who controlled the market and finally 
freed themselves from the old regulations about apprentice- 
ship, and so forth, and the more strictly craft-masters, who 
were often reduced to selling through, or even working for, 
the others. This distinction, which began in practice and 
became more and more a matter of law, was promoted in 
France by Colbert’s efforts to create a group of royal and 
privileged manufactures. 

The merchant-capitalist was not primarily an industrialist, 
even at the end of the eighteenth century. In the cloth trades, 
his market had enjoyed a continual expansion. To get the 
goods of the kinds and in the quantities demanded, he con- 
trolled the processes nearest at hand as much as seemed neces- 


7. This was particularly true at Antwerp, which was full of South 
European financiers and promoters in the fifteenth and sixteenth cen- 
turies. The great source is J. A. Goris, Les colonies marchandes méri- 
dionales & Anvers de 1488 4 1565 (Louvain, 1925). This work is crammed 
with the most invaluable documents. Unfortunately, the author had not 
fully mastered the languages he had to work with, with the result that 
many of his translations are unintelligible, and he sometimes fell into 
the most unfortunate errors. Professor Hauser’s Spéculation et spécu- 
lateurs au XVI siécle is a more compact study (in Travailleurs et mar- 
chands de l’ancienne France, 1920). 
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sary. For instance, in the silk trade, fashions had a way of 
changing. Only a man or firm with considerable capital could 
afford to take the risks involved in accumulating stocks of 
raw materials or finished goods. In the case of the cottons, 
such final operations as bleaching, printing, and dyeing re- 
quired a good deal of space, fairly large stocks, and hence a 
capital investment which was often beyond the resources of 
a mere craftsman. Even before the introduction of power 
machinery, the equipment was expensive. 

No single picture of the putting-out system would fit all 
the industries, or even the different places in which a single 
one was carried on. Some entrepreneurs were almost purely 
merchants, perhaps supplying raw materials and collecting 
finished goods. Others carried the materials all over a coun- 
tryside, from one peasant house to another, for the successive 
processes of manufacture. Again, only the earlier processes 
would be “farmed out” in this way, the finishing being more 
or less concentrated. In all these cases, the amount of de- 
pendency and supervision varied greatly from place to place, 
and from one industry to another. Finally, there was a 
tendency toward grouping all the various processes in a single 
plant. Just why this was tried and found profitable in a few 
places like Reims and Louviers, but not generally in western 
Europe before the advent of power machinery, is a compli- 
cated question. Professor Sée remarks that the commercial 
concentration at Reims was particularly complete. Central 
plants would have been impracticable in rural industries, 
especially where the workers owned land on which they spent 
part of their time; and, of course, an industrial proletariat 
can be held together only where there is some certainty of 
enough employment to furnish a living. 

All through we get the impression of an expanding market 
as furnishing the main impulsion to change. As a general 
thing, eighteenth-century merchants wanted more cloth be- 
cause they were sure they could sell it at a profit. The Amer- 
icas were being peopled. Europe’s own population was 
increasing. As a result of the centuries of growth in world 
commerce, of territorial specialization in Europe, and many 
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obscure factors, standards of living had changed. Home mar- 
kets as well as distant ones could absorb more goods. 

Professor Sée’s little book would be well worth reading 
merely for the clearness with which it treats two sets of prob- 
lems that often tempt the writers of treatises into plausible 
dogmatism and their students into loose thinking. The first 
of these deals with the origins of the eighteenth-century 
inventions and their place in the stream of commercial evolu- 
tion since about 1500; the second with the shift from com- 
mercial to industrial dominance in business activities during 
the next hundred years or so. Nobody but a historian of the 
first order could have banished from his mind the bias of his 
own time so successfully, and picked the factors which were 
important under entirely different conditions with such un- 
erring judgment. Probably the worst defect of our literature 
on the Industrial Revolution is that the early part is left 
hanging in mid-air because too many writers have traced the 
changes backward only, instead of in both directions. When 
they get back to the commercial structure of seventeenth- 
and eighteenth-century business, they tend to see only frag- 
ments, since they are looking at something else. 

There is a certain justice in the usual remark that, in spite 
of the enormous financial importance of Amsterdam about 
1750, the smallness and poverty in natural resources of the 
Netherlands might lead us to expect the increasing relative 
predominance of England. Sée is quite specific in pointing 
out the smaller volume of business on the Paris Bourse. 
There is much reason, however, to be skeptical about the com- 
mon assertion that France was industrially backward rela- 
tive to her two great rivals. She had an important coal-min- 
ing industry, with exploitation carried on by strong concerns. 
It should be noted that this industry was one of the first to 
require large capital, expensive equipment, and the joint- 
stock form of organization. Even the early cotton-spinning 
mills were largely the creations of single capitalists, who bor- 
rowed money when their own resources were insufficient, and 
kept the management in their own hands. Furthermore, 
France was far ahead of England in the manufacture of silks, 























REVIEW 531 





the first of the textiles to adopt power-driven machinery on 
any considerable scale. As to internal transportation facili- 
ties, England had nothing to match the French system of 
roads and canals in 1750. Sée’s emphasis upon the commer- 
cial and financial effects of France’s colonial disasters down 
to 1763, particularly felt in the following decade, sounds a 
healthy and realistic note. Altho he devotes only two or three 
pages to the interwoven fabric of public and private business 
under the Old Régime, its weakness in the face of military 
defeat is made singularly clear. Of course, the two land 
systems were quite different, both before and after the French 
Revolution, France never passing over to large holdings and 
capitalistic methods of farming. Even in cotton manufactur- 
ing, there was not the startling difference in organization or 
methods which is sometimes assumed. 

England had been importing a good deal of her iron, and 
she felt the pinch of scarce wood for charcoal ahead of the 
Continent. Moreover, her ores were pretty uniformly suited 
to coke firing. Once she got started along this line, her nat- 
ural advantages told heavily. Altho the Industrial Revolu- 
tion, as we see it accomplished, was largely one in metallurgy, 
tools, and power, the changes in textile processes have gen- 
erally attracted the most attention. This, it would seem, 
was precisely because the textiles were so important com- 
mercially at the outset. 

Always with the impatient demand for finished goods in 
the back of our minds, we can see business men of the eight- 
eenth century casting about for means of increasing as well 
as cheapening production. They offered chances for profit. 
Those whose names we attach to successful spinning, weav- 
ing, and printing devices were only a few of the men who 
worked at the problems, and even made lasting contributions. 
With the appearance of the commercially successful water- 
frame and the mule, in the decade following 1770, an entirely 
new group of capitalists began to form in the cotton industry. 
Formerly, it had been dominated from the marketing end by 
clothiers who were primarily merchants. The spinning ma- 
chines (and cotton gins) were quite at the opposite end of the 














532 QUARTERLY JOURNAL OF ECONOMICS 


series of processes, and mainly in the hands of new men or 
firms. If power weaving had become a commercial success 
before power spinning, this schism in the industry might not 
have been so wide. As it was, the industrial capitalism of the 
spinning end, and the old commercial capitalists, who stood 
between it and its final market, were certain to clash sooner 
or later. The issue was not fully joined until after the perfec- 
tion of the power loom, about 1822. Within about a quarter 
of a century it was settled by the definite predominance of the 
factory system — industrial capitalism. 

Some of the earlier romancers of the Industrial Revolution 
had a distorted view of this war of attrition between two 
forms of capitalism. The factory owner as such was often 
made a sort of melodramatic villain, who ground his profits 
out of the fingers of his workers. There is no more excuse for 
whitewashing the abuses of the earlier factory system than 
there is for accusing it of solitary depravity in an otherwise 
unblemished economic order.* It is well to remember that 
industrialists like Robert Peel and Robert Owen were leaders 
in the fight for regulation, and that conditions were worse in 
the small plants than in the large ones. Moreover, the lowest 
wages were not in the factories, but among those employed at 
home by the commercial capitalists of the older putting-out 
system. It was a transition period, with a titanic struggle 
going on between old and new methods. The workers could 
not even pass readily from one system into the other, as the 
split in the industry had often planted them in different 
regions. 

There are two matters of very great interest which would 
make valuable additions to Professor Sée’s book. The first 
is a more detailed study of the effects of the French Revolu- 
tion and the wars down to 1815 upon the course of the In- 
dustrial Revolution, and the second, an attempt to classify 
economic doctrines from Adam Smith to John Stuart Mill, 
with particular attention to the industrial and commercial 
background of that period of transition from commercial to 


8. W. H. Hutt’s “The Factory System of the 19th Century,” in 
Economica, March, 1926, is a forceful attack upon the traditional views 




















REVIEW 533 


industrial capitalism. The writer feels safe in asserting that 
this has not been satisfactorily done, and that a summary 
survey is even more needed than a meticulously detailed one. 
With reference to the effects of the French Revolutionary 
period upon British industrial leadership, one point in par- 
ticular is constantly cropping up. Aside from the physical 
damage to the French silk industry, the methods and cost of 
production of natural raw silk fix pretty definite limits to ex- 
pansion. This was hardly true of cotton at the time Whitney’s 
gin appeared, during the French Revolution, as proved by the 
enormous increase in the American output. The cotton in- 
dustry established itself on an entirely new scale and basis at 
the very time when France was in the least favorable position 
to build up manufactures that depended upon a raw material 
imported from overseas, and stood in vital need of free access 
to foreign markets. Great Britain was mistress of the seas. 

This attempt to appraise a simple but important book can- 
not enumerate all the topics treated, or give more than a 
vague idea of the wealth of materials cited. A short history 
of a complicated subject over a long period of time can al- 
ways be criticized for want of the fine distinctions which 
space alone makes possible. Ideally, such a work should 
always be written by a competent historian who could pro- 
duce the longer treatise if space afforded, and this one has 
been. Whether we divide history into “old” and “new,” or 
merely into good and bad, we must welcome a well-written 
book on a vital subject, which sticks to what are practically 
assured and important facts, and never gets out of sight of 
them on flights of interpretation. We have had with us a 
school, especially from Hegel and the Saint-Simonian social- 
ists to Spengler and H. G. Wells, which has deemed it possible 
to smooth out the past into simple trends and project these in- 
to the future. So much of that kind of work has been done 
on the history of capitalism that Professor Sée’s pages come 
in like a cool breeze in summer. 


M. M. Knicat. 


Paris, FRANCE. 














NOTES AND DISCUSSIONS 





THE INFLUENCE OF AGRICULTURAL MACHIN- 
ERY AND THE AUTOMOBILE ON FARMING 
OPERATIONS 


Tue writer has contended elsewhere! that the American 
farmer is handicapped in a number of ways in comparison 
with urban workers. Most of these handicaps can be classi- 
fied under (1) urban control of government, (2) an uneco- 
nomic distribution of population between rural and urban 
industries, and (3) technological differences between rural 
and urban industries. It is the third of these that the present 
paper will consider. 

Rural and urban industries have in the past tended toward 
a divergent technological development. Urban industry, 
especially manufacture, and to a less extent commerce, has 
tended toward relatively large-scale operations. Agriculture 
has continued characteristically a small-scale industry. This 
diverse development has tended to create the conditions 
under which the farmer has been obliged to exchange prod- 
ucts with the urban worker at a disadvantage when judged 
from the point of view of the human costs of production. 
Urban industry has had the advantage of cheaper power, 
especially through the steam engine. The farmer has had to 
rely mainly on the muscles of animals. In urban industry 
the cheaper cost of power per unit of product made possible 
by the large steam engine, and the economy in the transpor- 
tation of coal through location near freight yards, has con- 
ditioned the assemblage of large bodies of men in single urban 
industrial units, has made possible minute specialization of 


1. “Economic Status of Agriculture,’ Journal of Political Economy, 
October, 1926. 
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labor, and has greatly augmented industrial efficiency. The 
first step toward equalizing rural and urban industry, from 
the technological point of view, might seem to be the applica- 
tion to farming operations of the improved urban technology, 
in so far as that could advantageously be done. As regards 
coal power, this is hardly feasible; but through the use of 
petroleum in the inner-combustion engine and through 
hydro-electric power, the relative handicap of the farmer 
may be greatly reduced. 

What are the conditions favorable to a greater mechaniza- 
tion of agriculture? Among these are a large supply of suit- 
able land, available power, level topography, and high wages 
and attractive working conditions in cities for any surplus 
agricultural labor. In a large part of the country these con- 
ditions exist today. On the other hand, an increased use of 
machinery on the farm encounters certain handicaps not in- 
cident to manufacture. If a diversified farm is highly mechan- 
ized, this necessitates a variety of capital equipment. The 
variety of work and the seasonal character of the industry 
cause much of the capital to be idle a large part of the time. 
If the farmer aims at more effective use of machinery through 
specialized farming, he encounters other handicaps as great; 
for the waste of time in the long distance going to and from 
work and especially the deterioration of the soil under the 
conditions of large-scale, one-crop agriculture sooner or later 
drive him back to the rotation of crops and the keeping of 
animals. 

Between the alternatives of excessive overhead and soil 
depletion it might appear that agriculture in the United 
States is destined to the handicaps of the small-scale industry. 
If, however, there should be an invention which would in- 
crease the number of animals that one man could care for in 
the same proportion that other machinery increased his 
ability to produce wheat or other specialized crops, — that is, 
if machinery could reduce the hand labor in the caring for 
animals, — it might be possible to enlarge the agricultural 
plant without the evils of soil depletion. Such an invention 
the modern milking machine may be; it may prove to be a 
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feasible method of increasing the efficiency of work in connec- 
tion with animals. The whole question of larger-scale pro- 
duction in the great dairy industry thus hinges on the suc- 
cess of the milking machine. The largest normal agricultural 
unit is that on which soil fertility can be maintained. A one- 
man dairy farm under the old conditions would contain from 
eighty to one hundred acres, supporting eight to ten cows — 
as many as one man could milk by hand. The tractor, the 
truck, the hay-loader, and the side-delivery rake would all 
enable the farmer to crop a much larger area; but since he 
cannot milk more cows by hand, the smaller proportion of 
animals would cause a decline in fertility with the larger 
acreage. According to the testimony of men who have had 
successful experience with the milking machine, one man can 
handle twice, or more than twice, as many cows as before. 
This, with other devices, such as the manure-spreader, en- 
larges normal agricultural units. The normal size of a one- 
man dairy farm may thus be doubled or more than doubled 
by the use of well-balanced capital equipment. More land, 
more machinery, more stock now balance the same quantity 
of labor. As the individual increases his plant in size, and 
experiments in new proportions of factors, he experiences the 
working of the principle of increasing returns up to the size 
of maximum efficiency and the most productive combination 
of factors. The increased gross income from the larger farm 
more than pays the overhead cost of the machinery. Farm- 
ing in the dairy belt thus operates under the condition of a 
new combination of factors. 


The farmer’s automobile, again, may be considered as a 
piece of farm machinery. No doubt there is a distinction be- 
tween the automobile and other forms of farm machinery; it 
is a consumer’s good as well as a producer’s good. But asa 
producer’s good, functioning in the sphere of transportation, 
it is exerting a revolutionary influence upon industrial and 
social life analogous to that exerted by the railroads in early 
days. As a contribution toward understanding its influence, 
material was secured by a first-hand study of the public high- 
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ways in five New York counties. A study of the highway 
influence is of course a study of the automobile, since the two 
are inseparable. The results of the inquiry are presented 
herewith. 

From the study of the improved highway, there evolved 
the idea of zones of automobile, or improved highway, in- 
fluence. Zone one includes that area near the improved 
highway within which the automobile has had the most pro- 
nounced and most beneficial effects; zone two includes the 
area more remote from the automobile road; and zone three 
includes the area least accessible to the automobile highway. 
The depth of the zones varies of course with the different 
kinds of agriculture. In a level, fertile region devoted to 
dairying, where differences in transportation facilities repre- 
sent the main distinction between zone one and zone three, a 
distance of about two miles from the highway may be some- 
what arbitrarily designated as zone one. From two to four 
miles may be designated roughly as zone two. The area four 
miles and above would be included in zone three. In wheat 
farming, ranching, and other branches of the industry, these 
zones would be obviously of different size. The conclu- 
sions of the present study were reached on the basis of in- 
vestigations in a dairying and mixed farming region. 

The main attempt has been to compare and contrast the 
influences of the automobile in zones one and three. Within 
zone one there has been an attempt to compare the influence 
of the automobile on agriculture near a city and remote from 
a city, and near a small local market and remote from a small 
local market. The conclusions have been summarized as 
(1) benefits to agriculture in zone one, (2) injuries to agricul- 
ture in zone one, (3) benefits to agriculture to zone three, and 
(4) injuries to agriculture in zone three. 

First, as to benefits to farmers living in zone one. The 
effect of automotive transportation has been to increase the 
value of land. This increase in land valuation is less, the 
greater the distance from a large city, and is greater the 
nearer to a city. Omitting the rise of land values within two 
or three miles of a city like Syracuse, which might be ex- 
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plained by the growth of urban population, the average 
increase in land values within two miles of the improved 
highway is probably not far from 50 per cent, averaging about 
20 per cent at a distance of about twenty miles away from a 
city like Syracuse and rising to 200 or 300 per cent within 
three or four miles. This higher value of farm land near the 
city, however, is due not to capitalization of increased earn- 
ings, but to the increased mobility of city workers brought 
about by the automobile, and the increased value of country 
property due to the movement for suburban and rural homes. 

A second advantage of the automobile to farmers in zone 
one is the possibility of increased agricultural earnings. One 
reason for this is better marketing facilities. Motor equip- 
ment has quadrupled the range of the farmer in his choice of 
markets. This has enabled him to take advantage of more 
favorable prices at a greater distance. In some cases it has 
resulted in direct sales to the consumer, eliminating the mid- 
dle-man. Also, by reducing commercial distance, the motor 
truck has brought many farmers within reach of a city, so 
that they can turn from the production of low-valued crops 
like hay and grain, butter and cheese, to perishable and more 
valuable crops, such as milk, vegetables, and fruit. 

But the automobile, as a piece of productive machinery, 
has also occasioned handicaps or disadvantages to some 
farmers in zone one. The dairy farmer a short distance from 
a local market, such as a milk station located on a railroad in 
a small rural town, is a case in point. He has lost monopoly 
advantage of nearness to market. The improved highway 
has reduced the commercial distance of other farmers more 
remote from the market and has thus decreased the differen- 
tial advantage as an intra-marginal producer to the man who 
is close to the station. 

A second disadvantage of the automobile to the farmers 
in zone one is a decline in net income from agricultural pro- 
duction on the part of the average farmer. While the new 
conditions open up the possibility of greater agricultural 
earnings, our investigation led to the conclusion that this 
possibility is not realized in the majority of cases. The auto- 
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mobile involves additional expenses of from two hundred to 
four hundred dollars a year. Whether as a productive instru- 
ment it enables the farmer to increase his gross earning by 
an equal amount is the question. By a combination of in- 
ferences and inductive studies the conclusion was reached 
that in the majority of cases the automobile did not pay for 
itself in terms of dollars and cents. Its justification, rather, 
is ordinarily in the sphere of durable consumption goods. 
Only in the case of the farmer of exceptional foresight and 
initiative does the automobile as a productive instrument 
seem to pay its costs. The cost of a car or truck is the 
same for all. Whether it pays from the production point of 
view depends on the amount of time saved and the use to 
which the saved time is put. Most of the time saved is de- 
voted to increased agricultural production. The time of the 
more efficient producer is worth more, so that he can probably 
make a profit, or at least make a normal return, on his invest- 
ment in a car. Automotive transportation is thus one of a 
new combination of factors in the new agrarian economy — 
more land, more and better capital, more stock, quicker and 
more efficient transportation, greater ability and better train- 
ing. Motor transportation saves the time of the high-grade 
man, and this time is used to advantage in operating high- 
class capital equipment on a farm so large that the overhead 
cost of the machinery is not inordinate, and in caring for 
more dairy cattle — enough more to maintain the soil fer- 
tility of the larger farm. Unfortunately this situation is not 
typical. The average farmer is hardly of this type. He is 
more likely to lack ability, training, or capital, so that the 
automobile has tended to decrease rather than increase his 
net income. 

Another possible handicap of the automobile to farmers in 
zone one is a rise in the standard of living in excess of agri- 
cultural earnings. As explained above, in the case of many 
farmers, probably a majority, the automobile has increased 
the farmer’s expenses more than it has increased his earnings. 
Also it has probably caused many farmers to adopt the 

‘ higher urban standard of living. The newer mobility, brought 
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about by the automobile, has eliminated rural isolation, com- 
pleted the disintegration of the neighborhood unit, rendered 
rural-mindedness archaic, and raised the general standard of 
living to that of dwellers in the city. The average farmer has 
long been on a lower economic level than the average urban 
dweller. Yet this fact, since it was unknown to most farmers, 
was not a cause of discontent. The farmer was in the same 
economic condition as most of the people he met. But the 
newer mobility, and the resulting increase of social contacts, 
have enlarged the scope of his social comparison. The result 
is the acceptance or recognition of the higher average stand- 
ard of living. A car or a truck is necessary as a producer’s 
good in the field of transportation; but a better passenger 
car now assumes the status of a social necessity. The new 
car, altho more of a liability than an asset from the economic 
point of view, is justified by its improvement of the imma- 
terial conditions of the farmer and his family. If his car costs 
him three hundred dollars a year in money and enables him 
to earn two hundred more, he may secure the benefit of im- 
proved social life, recreation, and education for only one 
hundred dollars. The automobile may then be a profitable 
investment as a durable consumer’s good. One social effect 
of the automobile, then, is to raise the standard of living; and 
this higher standard of living, without the means of gratify- 
ing it, is doubtless one of the causes of agricultural discon- 
tent. 

The economic effect of the automobile on farmers in zone 
three seems to be almost universally harmful. The auto- 
mobile has brought about a decline in the demand for the 
characteristic commodities that are produced in this area. 
Formerly, horses and mules afforded a market for a consider- 
able percentage of grain and hay produced in the mixed 
farming areas. But now, the substitution of automotive 
transportation for vehicles drawn by horses and mules has 
resulted in an increased demand for gasoline and a decreased 
demand for grain and hay. Hence, much of the crop formerly 
grown in the third zone is no longer needed. Further, the 
more intensive farming in zone one, the greater specialization 
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in agricultural production, enables that area more nearly to 
supply the demands of the city for dairy products and truck; 
so that the farming area in zone three is less needed as a source 
of supply. Under these conditions there is a relative decline 
in the price of the commodities that are characteristic of zone 
three. 

At the same time, the development of manufactures in the 
cities, and, not least, of automobile manufacturing and its 
subsidiary industries, has drawn from the country many of 
the better class of laborers. There is a reduction in the quan- 
tity and quality of agricultural labor. On the front farms 
this condition may be met by the substitution of machinery. 
But that is not possible in many of the farms of the third zone 
area, which is characteristically hilly or rugged. And the 
third zone cannot compete with the first zone for the limited 
labor supply because of the greater attractions of living 
where one can use the modern facilities of transportation. 

A more rapid decline of soil fertility in the third zone is 
also due to some extent to inferior transportation, for the cost 
of trucking fertilizer over dirt roads to the hill farms is much 
greater than that of transporting it over improved roads to 
the more level lands in zone one. 

One result. of decreased agricultural earnings in zone three 
is a decline in the value of land. In this area there is the 
normal relation between land values and agricultural earn- 
ings, since the land is not near enough to the cities to have a 
value as suburban or rural homes for city workers. In many 
parts of zone one the farmer who cannot conform to the more 
exigent conditions of agricultural production can at least sell 
his farm for a higher price, but no such alternative exists for 
the farmer in zone three. The net economic result is increased 
injury or handicap. 

The automobile as a consumer’s good brings to the farmer 
in zone three the same immaterial advantages as to the far- 
mer in zone one; but he has to pay for them the much greater 
cost in driving over the unimproved roads, and in using the 
facilities for only a part of the year. Yet in spite of the high 
cost of motor transportation over the poor roads in zone 











542 QUARTERLY JOURNAL OF ECONOMICS 


three, many farmers in this region own cars; and the new mo- 
bility makes them subject to the same social influences as the 
dwellers in zone one. They, too, are no longer rural-minded. 
They accept the urban standard of living; but their income is 
wholly inadequate to meet this standard. The result is rural 
discontent and the increasing abandonment of farm property. 
To the people who remain as farmers in zone three it would 
seem that automotive transportation has been much more of 
an injury than a benefit. The problem of special social legisla- 
tion to offset the individual and social injury of the new con- 
ditions in zone three has been the subject of special and ex- 
tensive investigation.” 

On the basis of the above discussion one might summarize 
the effects of the automobile on agriculture somewhat as fol- 
lows: 

(1) Increased variation in cost of production; a wider range 
between gross and net income in the case of the majority of 
farmers. 

(2) Changed distribution of the labor supply; a shifting of 
labor from the remote hill regions to the area nearer the im- 
proved highways. 

(3) A change in land valuation in the area near the im- 
proved highways and within a radius of twenty miles or so 
from the cities; a decrease in the relationship between sales 
value and agricultural productivity. 

(4) Increased dependence on the market; a more rapid 
evolution away from subsistence farming, and greater con- 
formity to the canons and the dictates of the pecuniary ré- 
gime. One result of this change is greater possibility of injury 
from a protective tariff. Another is greater need of tax re- 
form, owing to increased tax burden due to greater expendi- 
tures on improved public highways. 

(5) A change in the nature of the marginal and submar- 
ginal farm. The new conditions place greater emphasis on 
topography and location with respect to highway than to 


2. The Improved Public Highway in New York State, by F. G. Craw- 
ford and H. W. Peck. Bulletin of School of Citizenship and Public 
Affairs, Syracuse University. 




















NOTES AND DISCUSSIONS 543 





geographic distance to city market. Formerly a hill farm 
within eight or ten miles of the city, operated by relatively 
cheap labor, may have been as valuable as a level valley farm 
fifty miles away. Now, if the more remote farm is near an im- 
proved road, it has a greater differential value. If both were 
formerly marginal farms, the hill farm, under present condi- 
tions, is submarginal and in train for abandonment. 

(6) A change in the nature of the marginal and submar- 
ginal farmer. The automobile, in common with other forms 
of agricultural machinery, has changed the combination of 
personal qualities necessary for success in farming. It has 
decreased the relative advantage of physical strength and 
dogged persistent industry. Like every other major inven- 
tion, it has furthered social differentiation, and has increased 
the relative advantage of ability and education and the pos- 
session of capital. It puts a premium on foresight, initiative, 
mechanical aptitude, and ability to deal with men; and im- 
poses a corresponding handicap on those who lack these 
qualities. Old-fashioned, standardized farming is ceasing to 
be a refuge of the routineer. 

These conclusions involve a reversal of opinion by the 
writer. In an earlier article * the farmer was said to suffer the 
handicap of being engaged in one of the oldest of industries. 
Since in the old industry conditions were supposed to be rela- 
tively standardized and static, the farmer was assumed to 
lack the opportunity to gain the benefits of priority in fore- 
seeing changes and making adjustments. He was thus ex- 
cluded from the class that Professor Giddings terms the 
“protarchy.” The above analysis, however, implies that the 
automobile and other machinery have reintroduced dynamic 
conditions into agriculture. In the dairy industry, at least, 
there is evidence of profit in establishing a new combination 
of factors. The enlargement of the dairy farm from one 
hundred to two hundred or two hundred and fifty acres makes 
possible a limited operation of the principle of increasing re- 
turns. Priority in the recognition of this new condition and 


3. Cf. “Economie Status of Agriculture,’ Journal of Political 
Economy, October, 1926, p. 625. 
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adjustment to it make possible substantial differential re- 
turns to the man of greater foresight. 


What is the relation of the increased mechanization of 
agriculture to the present agricultural depression? Here one 
encounters another distinction between rural and urban in- 
dustry. Over long periods, increased efficiency in an indus- 
try does not necessarily mean increased general prosperity 
to the people engaged in it. In the case of agriculture it leads 
to overbalanced production and depression. The reason lies 
in the nature of farm products. They are largely necessities 
of life and raw materials for urban industries. The urban 
producer tends to specialize on the finer finishing processes, 
on goods such as machinery, luxury goods, and personal ser- 
vices. For much of these the demand is relatively elastic. 
For the agricultural products the demand is relatively in- 
elastic. Inventions and engineering progress in urban indus- 
tries, through the production of machinery, are equipping 
men with more efficient devices. They increase the produc- 
tivity of labor, both rural and urban; but this increased per 
capita output of all kinds of goods causes an adverse exchange 
ratio of the goods for which the demand is inelastic. 

Thus, the increased use of mechanical appliances on the 
farm and the rise of automotive transportation have perhaps 
been among the potent factors in the agrarian movement and 
the organization of the farm bloc. Greater mechanization of 
industry may not mean greater agricultural prosperity, 
unless at the same time there is solved the problem of the 
balanced economic distribution of population between rural 
and urban industries. 


H. W. Peck. 


UNIVERSITY OF SYRACUSE. 
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ARTHUR YOUNG ON ENGLISH ROADS 


The authority of Arthur Young’s three Tours in England 
has been repeatedly cited to illustrate the bad condition of 
the roads of England on the eve of the Industrial Revolution. 
In order to throw into more striking relief the great change 
wrought by the road-engineering of Telford and Macadam, 
Samuel Smiles quoted some of the most vigorous of Young’s 
criticisms of the state of the roads. ‘Arthur Young,’ he 
says, “in his books inveighs strongly against the execrable 
state of the roads in all England.”’! “ At a subsequent period,” 
he continues, ‘Arthur Young visited the northern counties; 
but his account of roads in that quarter is not more satisfac- 
tory.”’* Later writers have generally followed the same 
picturesque method in utilizing the testimony of the keenest 
observer of the eighteenth-century countryside. The two 
leading books on the history of the Industrial Revolution cite 
Young as a witness to the bad roads alone. Arnold Toynbee’ 
gives two of Young’s spirited maledictions on the Lancashire 
turnpikes, and adds: “‘‘ very shabby,’ ‘execrable,’ ‘vile,’ ‘most 
execrably vile,’ are Young’s ordinary comments on the high- 
ways.”’ Paul Mantoux‘ refers only to the usual unfavorable 
passages in Young. The most widely used authority on the 
history of English agriculture, in a chapter entitled, “ Arthur 
Young and the Diffusion of Knowledge,” does the same.® 


1. Samuel Smiles, Lives of the Engineers (ed. 1862), vol. i, 200. He 
confines himself in quoting from Young’s Six Weeks Tour through the 
Southern Counties of England and Wales, describing his journey of 
1767, to the four worst cases: Billericay to Tilbury, Sudbury to Bury 
(both in Essex), Tutford to Oxford, and Gloucester to Chepstow. 

2. From Young’s Six Months Tour through the North of England, 
covering the long journey of 1768, Smiles refers (vol. i, 202) only to the 
much-quoted description of the “infernal” road from Preston to Wigan 
in Lancashire — ‘‘eighteen miles of execrable memory.”’ 

3. Lectures on the Industrial Revolution, p. 52. 

4. La Révolution Industrielle au xviiie siécle (1906), p. 104. 

5. Lord Ernle, English Farming Past and Present (ed. 1902), pp. 
203, 204. 
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The social historians present an equally one-sided view,® and 
one of the most recent studies in this field declares, with an 
added and inaccurate touch of detail, that “Arthur Young 
in his descriptions of his tours in England has praise for four 
roads only — for all the others nothing but contempt and 
execration.”’ 7 

This interpretation of Young creates a difficulty when con- 
trasted with the contemporary activity in the organization of 
turnpike trusts, and with such exuberant satisfaction at this 
“astonishing revolution” in land transport as that displayed 
by Henry Homer,* whose book appeared in the same year 
(1767) in which Young was making the first of his journeys. 
The difference may be left unreconciled,’ or the earlier turn- 
pike building and the accompanying enthusiasm may be dis- 
counted,! or the road improvements regarded as “partial”’ 
and local,? or as applying to the turnpikes, which may be 
considered fairly good, while Young’s criticisms attached 


6. W.C. Sydney (England and the English in the Eighteenth Century 
[1891], vol. ii, 9-13) gives ten lines to Young’s summary description of 
the five best roads observed on his first tour, and the rest of the four 
pages to a recital of Young’s ‘‘numerous anathemas.”” H. D. Traill’s 
Social England (vol. v, 455) proves the case for bad roads by the two 
classical instances, the roads to Wigan and from Billericay. Max von 
Boehn (England im Achtzehnten Jahrhundert [1920], p. 85) asserts 
that, in Young’s 600 miles of travel over all England, “Er fand die 
Wege alle schlecht.” 

7. A. S. Turberville, English Men and Manners in the Eighteenth 
Century (Oxford University Press, 1926), p. 151. The reference to ‘four 
roads” must be to the five especially praised in the brief and too-sweep- 
ing summary at the close of Young’s description of his Southern Tour. 

8. An Enquiry into the Means of Preserving and Improving the 
Publick Roads (1767), p. 8. 

9. Sidney and Beatrice Webb, in their interesting study, The Story of 
the King’s Highway, 1920, give a fairly full account of the road legisla- 
tion and administration, and regard Homer as an “‘able and quite trust- 
worthy writer” (p. 144). Yet, on the basis of the ‘‘oft-quoted extracts 
from the travels of Daniel Defoe and Arthur Young,”’ they accept the 
view that “‘we know the roads to have been horribly bad in the eight- 
eenth century” (pp. 7, 72). 

1. Mantoux, op. cit., p. 104. 

2. W. E. H. Lecky, History of England in the Eighteenth Century, 
(1887), vol. vi, 176, 177. Lecky repeats the familiar quotations from 


Young. 
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primarily to the “unimproved parish roads.”’* Another solu- 
tion of the problem may be that the vivacious rhetoric and 
reforming zeal of Arthur Young directed against the bad 
roads met with on his travels has been traditionally exag- 
gerated into an unfavorable picture of England’s roads in 
general.‘ It seems worth while, therefore, to examine with 
some care what Young actually reported about the roads he 
inspected from his “light, southern chaise” on the three 
Tours * he made in 1767, 1768 and 1770. 

It would be easy, but equally uncritical, to match the much- 
used quotations from the Tours which are supposed to prove 
that England’s roads were “horribly bad,” with others which 
could support an opposite opinion. While there was, for in- 
stance, the disgraceful cross-road from Billericay to Tilbury 
in Essex, Young also found in Kent, just across the Thames, 
a good road, “hard and level.” 7 After the stretches of bad 
road in Oxfordshire and Gloucestershire, with stones “as 


3. L.C. A. Knowles, The Industrial and Commercial Revolutions in 
Great Britain (1921), p. 237. In this view she follows W. Cunningham, 
“The Growth of English Industry and Commerce,” in Modern Times 
(1892), pp. 374-378. Unfortunately for this distinction, some of 
Young’s sharpest invectives were launched against the turnpikes. 

4. H. de B. Gibbins, Industry in England (2d ed., 1897, p. 354), is 
one of the few who have dissented from the tradition. He says that “the 
evidence of Arthur Young — which has been freely misquoted — goes 
to show that the state of the roads was not by any means so bad as we 
should imagine if we merely took our picture of them from the com- 
plaints made of particularly execrable sections.” 

5. A Six Weeks Tour through the Southern Counties of England and 
Wales . . . by the Author of the Farmer’s Letters, 1768, 2d ed., 1769, 
3d ed., 1772 (referred to as the Southern Tour); A Six Months Tour 
through the North of England . . . 4 vols., 1770, 2d ed., 1771 (referred 
to as the Northern Tour); The Farmer’s Tour through the East of Eng- 
land, 4 vols., 1771 (referred to as the Eastern Tour). 

It is somewhat surprising that the evidence from these Tours was not 
critically analyzed by W. T. Jackman, who has given the most pains- 
taking account of the English roads of this period in The Development 
of Transportation in Modern England (1916), vol. i, 284-302. Jackman 
uses extensively the county surveys, including those by Young (Suffolk, 
1794; Lincoln, 1799; Hertfordshire, 1804; Norfolk, 1804; Essex, 1807; 
Oxfordshire, 1809), which were issued under the auspices of the Board 
of Agriculture. But by the time of the surveys a considerable further 
advance in road improvement had taken place. 

6. Southern Tour, p. 88. 7. Ibid., p. 91. 
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large as one’s head,”’ or “as big as one’s horse,” * there was a 
road “exceeding good; the stones bound firmly together, no 
loose ones, nor any ruts.” * Against the fifteen miles of 
“absurd” road-making between Sudbury and Bury,! we may 
set the nineteen miles of perfect modern road construction 
beyond Salisbury, which excited Young’s highest admiration 
and became for him a standard of excellence.? From Newport- 
Pagnell to Bedford the narrow causeway called forth one of 
Young’s indignant outbursts,* but this was succeeded by 
praise when, after leaving Bedford, the road to Northill 
turned off the turnpike to a cross-road “of a good breadth 
and heighth, and very level and free from ruts; I could scarce 
believe myself upon a bye-road. . . . I found it was the excel- 
lent effect of several gentlemen attending much to the busi- 
ness.” * A glance at the catalog of roads, given at the end of 
the Northern Tour, reveals a similar alternation of good and 
poor roads * until the Lancashire district ‘‘of execrable mem- 
ory” was reached. From Lancaster, through Preston, Wigan, 
Warrington, Liverpool, Altringham, Manchester, Knotsford, 
to Newcastle-under-Lyme, he exclaims that there were roads 
for travellers “to avoid as they would the devil,’’® but then 
he pauses to remark that these wretched roads continue no 


8. Southern Tour, pp. 137 (Tetford to Oxford), 145 (Witney to North 
Leach), 154, 155, 162, (Gloucester to six miles beyond Chepstow). 

9. Ibid., p. 162 (Chepstow to Cambridge). 

1. Ibid., pp. 240, 241. 

2. Ibid., pp. 200, 201. ‘It is as level, as firm, and as free from loose 
stones as any the finest garden walk I ever beheld, and yet the traffic is 
very great by waggons. But scarcely the print of a wheel is to be seen on 
it for miles.” 

3. Northern Tour, vol. i, 41. 

4. Ibid., p.45. The Webbs in The Story of the King’s Highway (1920), 
pp. 195, 196, give two similar instances of local attention, adding that 
they have discovered no other traces of such voluntary activity in road 
maintenance. There are, however, several others in Young’s Northern 
Tour. See vols. ii, 113, andiv, 576 (about Kirkleatham); iv, 577 (Reeth 
and Kiplin); ii, 320, and iv, 576 (about Swinton); iii, 52 (Belford); iii, 
102, and iv, 579 (Wallington). 

5. Ibid., vol. iv, 573-580. 

6. Ibid., vol. iv, 580-583. Young adds, however (pp. 584, 585): “I 
am told the Derby way to Manchester is good. But further is not 
penetrable.”’ 
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farther;’? and thereafter for the greater part of his homeward 
journey, his road notes are favorable. 

It is obvious that this method of matching quotations, 
while fairer than the one-sided selection hitherto usual, still 
leaves the balance in doubt. A reduction to an approximate 
quantitative basis, however, is possible for Young’s itinerary 
on his Northern Tour, for which he gathers together a point- 
to-point list of his road observations. On his Southern Tour 
he has noted in his text the exceptionally good and the misera- 
bly bad roads, and in a concluding brief summary he disposes 
of the rest by a sweeping condemnation. Among this re- 
mainder, notwithstanding, there may have been — to judge 
from the more carefully recorded experiences on his subse- 
quent Northern Tour—many tolerably good roads which, on 
his first journey, he traversed without special remark.* Altho 
many of the counties of the Southern Tour were revisited, tho 
on different routes, in the Eastern Tour, this last of the great 
journeys gives even less information on roads than the first, so 
that it cannot be used to check the earlier observations. All 
that can be said concerning the Southern Tour is that it cov- 
ered about 600 miles, at the rate of 100 miles’ travel a week, 
and that Young describes about 200 miles of road, of which 
80 miles were distinctly good and 120 miles were very poor. 
Nothing is recorded concerning the remaining 400 miles. 

Since, in the narrative account of the three Tours, the order 
of places is sometimes obscure, and often the choice of alter- 
native roads between places even more uncertain, any meas- 
urement of Young’s itinerary on modern maps, even when 
checked by eighteenth-century road maps and road books, 
must be inexact. These difficulties are more formidable on 

7. Northern Tour, p. 584. 

8. He comments upon the “natural roads of Norfolk, the boast of the 
inhabitants . . . that I know not one mile of excellent road in the whole 
county,” but, he adds, “part of the Norfolk roads, it must be allowed, 
exceed the Suffolk turnpike.” (Southern Tour, p. 320.) Jackman, using 
Young’s Agriculture of Norfolk, 1804, p. 489, discounts the dispraise 
in the Tour: ‘“‘ According to his own declaration five years afterwards the 
roads of that county were in general ‘equal to those of the most im- 


proved counties.’’’ (Transportation in Modern England, vol. i, 299.) 
This was thirty-seven years later, not five. 
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the long Eastern Tour, and even with the detailed road list 
of the Northern Tour there are districts, like the route from 
the moorlands of Yorkshire through Cumberland and West- 
moreland to Lancaster, which are perplexing. Applying rough 
measurements of the kind indicated to the Eastern Tour, 
which is more completely devoted to agricultural matters 
than the others, we find that the total mileage travelled 
is about 1540 miles. On this journey only 70 miles of road are 
characterized, of which 40 miles were good and 30 bad, leav- 
ing 1470 miles without description. We are left therefore 
with the Northern Tour as the only source material of the 
period which is likely to yield a rough quantitative test of 
the proportion of good and bad roads. The total route and 
the road descriptions of the Northern Tour cover some 1460 
miles, running northward through the Midlands, back and 
forth in Yorkshire, on up to Berwick, crossing from North- 
umberland to Cumberland, and thence southward to Young’s 
farm at North Mimms, Hertfordshire. The comments on 
roads fall readily into the three groups of good, middling, and 
bad.* The roads clearly designated as “very good,’’ “excel- 
lent,” or “good,” measure about 620 miles, or 42.4 per cent 
of the total mileage. The middling roads amount to 300 miles, 
or 20.5 per cent. Since none of the roads so described in the 
list receives any mention in the fuller account of the journey, 
it may probably be assumed that most of them were fairly 
passable. The bad roads make a total of 540 miles, or 37.1 
per cent of the whole length of the Tour. 

For approximately 1410 miles Young distinguishes between 
turnpikes and country or cross-roads. On this Northern Tour 
he traveled over some 930 miles of turnpike and 480 miles of 
cross-road. As might be expected, the turnpikes were con- 
siderably better than the cross-roads.' Over half the turnpike 

9. I have classed as bad the roads described by Young as “‘indif- 
ferent.’’ A small mileage described as partly bad and partly good has 
been classified as middling. 

1. This was clearly Young’s expectation. See his comment on the 
turnpike from Newport-Pagnell to Bedford with its narrow causeway. 
This “pernicious and vile practice . . . might be expected if thrown 


up at the expense of ‘the farmers alone, but when found in turnpikes 
deserves every unworthy epithet which frightened women or dislocated 
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mileage is entered as good (52 per cent), and the remainder is 
nearly evenly divided between middling and bad (middling 
23 per cent, bad 25 per cent). The cross-roads more than 
reverse the proportions, for only 21 per cent were described as 
good, 18 per cent as middling, and 61 per cent as bad.? 


Turnpikes (miles) Cross-roads Total 
RRR A 490 (83%) 100 (17%) 590 
Middling........ 210 (70%) 80 (30%) 290 
BR or Fhiaes asada 240 (45%) 296 (55%) 530 

940 470 1410 


Since Arthur Young, at the conclusion of his third journey, 
declared that he had travelled altogether about 4000 miles,* 
and our rough measurement of his three routes comes to 3600 
miles, it may be asserted, considering the allowances indi- 
cated above, that these estimates are accurate enough to 
warrant the general conclusion as to the predominance of 
good roads with a wide margin of tolerable roads in the mid- 
dling class. The definite evidence from this examination of 
the Tours confirms the impression gathered from other con- 
temporary sources that a progressive betterment of the roads 
had been proceeding for several decades before Young wrote. 
It did not extend equally to all parts of England; it was im- 
peded by imperfect technical knowledge and administrative 
parochialism; the country or cross-roads lagged behind the 
turnpikes. But improvement in transportation, following the 
demand of increased traffic, was continuous and its pace was 
quickened during the decade when Young was writing. His 
lash doubtless hastened the speed of progress. 


Epwin F. Gay. 
Harvarp UNIVERSITY. 


bones can possibly give rise to.’’ (Northern Tour, vol.i, 41.) He be- 
gins his diatribe on the Wigan (Lancashire) road with a similar state- 
ment: ‘To look over a map, and perceive that it was a principal one, 
not only to some towns, but even whole counties, one would naturally 
conclude it to be at least decent.’’ (Ibid., vol. iv, 580.) The frustration of 
a traveller’s normal expectation is in part responsible for the vigor of his 
condemnation. 

2, These figures may be arranged by road classifications. 

3. Eastern Tour, vol. iv, 229. 
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